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SECURITIES ACT OF 1933 





SECURITIES ACT OF 1933 
Release No. 6176/Jan 15, 1980 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 16496/Jan 15, 1980 


Proposed Amendments to Annual Report Form; 
Integration of Securities Acts Disclosure Systems. 


ACTION: Proposed rulemaking. 


SUMMARY: The Commission is requesting com- 
ments on proposed amendments to the present 
annual report form required to be filed by most 
publicly-owned companies, Form 10-K, and on 
related forms, rules and guides under the Securi- 
ties Act of 1933 and the Securities Exchange Act 
of 1934. The proposed revisions are part of a 
series of proposals intended to reduce disclosure 
burdens and to facilitate the integration of the dis- 
closure systems under the two acts. 


DATE: Comments must be received on or before 
April 15, 1980. 


ADDRESS: All communications on the matters 
discussed in this release should be submitted in 
triplicate to George A. Fitzsimmons, Secretary, 
Securities and Exchange Commission, 500 North 
Capitol Street, Washington, D.C. 20549. Com- 
ments should refer to File No. S7-816 and will be 
available for public inspection. 


186/SEC DOCKET 


FOR FURTHER INFORMATION CONTACT: Wil- 
liam H. Carter (202/272-2604), or Mary Margaret 
W. Hammond (202/272-3059), Division of Corpo- 
ration Finance, Securities and Exchange Commis- 
sion, 500 North Capitol Street, Washington, D.C. 
20549. 


SUPPLEMENTARY INFORMATION: The Securi- 
ties and Exchange Commission announced today 
the publication for comment of a revised Form 
10-K, the annual report form required to be filed 
by most publicly-owned companies, and a number 
of related rule changes. The rule changes include 
amendments to Rules 14a-3 and Rule 14c-3, with 
respect to annual reports to security holders, an 
expasion of Regulation S-K to include three new 
items: Mangement’s Discussion and Analysis of 
Financial Condition and Results of Operations, 
Selected Financial Data, and Market Price of the 
Registrant’s Securities and Statement of Dividend 
Policy, an amendment to Regulation S-K Item 1, 
Description of Business, as well as proposed 
amendments to related forms, rules, and guides 
under the Securities Act of 1933 (“Securities Act’) 
[15 U.S.C. 77a et seq.] and the Securities Ex- 
change Act of 1934 (“Exchange Act’) [15 U.S.C. 
78a et seq.]. The proposed revisions of Form 10-K 
and related rule changes are part of a series of 
proposals intended to reduce the burdens of dis- 
closure under the Securities Act and the Exchange 
Act. Three other releases also propose (1) uniform 
financial statement instructions for certain forms 
and reports required to be filed pursuant to the 
Securities Act and the Exchange Act; (2) amend- 
ments to Regulation S-X designed to eliminate, to 
the extent possible, the differences between the 
requirements of generally accepted accounting 
principles and those of Regulation S-X; and (3) a 
new simplified form for the registration of securi- 
ties issued in certain merger and reorganization 
transactions. 





FORM 10-K 
INTRODUCTION 





The Commission is today proposing major 
changes in the Securities Act and Exchange Act 
disclosure systems. These changes are designed 


both to facilitate the integration of these two sys- * f 
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tems into the single disclosure system long advo- 
cated by many commentators’ and to reduce cur- 
rent impediments to combining informal share- 
holder communications, such as annual reports to 
shareholders, with official Commission filings. 


This release deals with format and content 
changes in the Form 10-K annual report. Under 
the proposed combined system it is anticipated 
that certain information called for by this form will 
be set forth in the registrant's annual repport to 
shareholders. The annual report will become the 
principal resource for use in connection with most 
filings required for the registration of securities. 
This release also describes briefly how the inte- 
grated disclosure system will operate if the modifi- 
cations proposed are adopted and where present 
duplicative dsclosure will be eliminated. 


Two separate releases being issued concurrently 
with this one contain proposals for changes in ac- 
counting disclosure requirements. One release 
proposes certain uniform instructions as to finan- 
cial statements included in annual reports to secu- 
rity holders and in most registration and reporting 
forms filed under the Securities Act and the Ex- 
change Act.? The second release proposes 
changes to Regulation S-X designed to eliminate, 
to the extent possible, the differences between the 
requirements of Regulation S-X and generally ac- 
cepted accounting principles.* These accounting 
proposals, if inaplemented, would eliminate a large 
number of technical impediments to integration, 
would reduce the need to duplicate or repeat sub- 
stantially identical financial information in various 
filings and reports and would complement the re- 
lated changes in the Form 10-K. 





'See generally Cohen, “Truth in Securities” Revi- 
sited, 79 Harv. L. Rev. 1340 (1966); SEC, Disclo- 
sure to Investors (Wheat Report) (1969); Report of 
the Advisory Committee on Corporate Disclosure 
to the Securities and Exchange Commission, 
Committee Print 95-29, House Committee on In- 
terstate and Foreign Commerce, 95th Cong., 1st 
sess., November 3, 1977 (Advisory Committee). 


2Securities Act Release No. 6179, January 15, 
1980. 


3Securities Act Release No. 6178, January 15, 
1980. 
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Finally, under cover of a fourth release a new 
simplified form for the registration of secruities is- 
sued in certain merger and reorganization trans- 
actions has been proposed. This form, designated 
Form S-15, would be the first to utilize the annual 
report to shareholders as the principal integrating 
disclosure document.* 


As currently envisioned by the Commission, an 
integrated disclosure system would eliminate dup- 
licative disclosure by allowing periodic and other 
reports filed under the Exchange Act to be used in 
connection with the registration of securities under 
the Securities Act. One way to permit such use is 
by incorporating a filed Exchange Act report by 
reference into a Securities Act registration state- 
ment, as is permitted in the case of persent Form 
S-16. Incorporation by reference, however, has 
limitations; there is no assurance that the mere 
reference to incorporated informatim will be 
meaningful to the recipient of a prospectus. With 
respect to seasoned, exchange-traded companies 
the disadvantages of the incorporation by refer- 
ence technique generally appear to be outweighed 
by the likelihood that the information in the incor- 
porated filings has been thoroughly analyzed and 
has been reflected in the price or rating of the se- 
curities which are being offered. Thus, the cost 
savings of incorporation is justified. However, the 
Commission has been reluctant to extend the in- 
corporation by reference technique to offerings by 
companies which are neither seasoned nor 
exchange-traded because the analysis may be 
less thorough. 


The Structure of the New Form 10-K 


The proposed Form 10-K has been structured to 
permit integrated disclosure concepts to be im- 
plemented to some extent with respect to all reg- 
istered companies, whether or not they are 
exchange-traded and whether or not they qualify 
to use Form S-16. In this regard, the principal 
feature of the proposed Form 10-K is the require- 
ment that certain basic financial information must 
be set forth in a registrant's annual report to 
shareholders and that this information, in turn, 
must be incorporated by reference into the Form 
10-K. This procedure assures that the annual re- 





*Securities Act Release No. 6177, January 15, 
1980. 
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port to shareholders will contain information which 
the Commission believes should be given maxi- 
mum public exposure. If this information is then 
available to supplement other documents describ- 
ing offerings, it will not be necessary to duplicate 
the information in those other documents. 


Although the proposed Form 10-K is designed to 
promote the integration of the Securities Act and 
Exchange Act disclosure systems, which was the 
basic goal set forth in the report of the Advisory 
Committee on Corporate Disclosure (‘Advisory 
Committee”), the restructured format of the pro- 
posed form does not follow that suggested by the 
Advisory Committee. The Advisory Committee 
recommended a relatively unstructured document 
which would encourage registrants to combine in- 
formal annual and quarterly reports to sharehold- 
ers into single documents to be filed as Form 
10-K’s and 10-Q’s. The proposed form continues 
to encourage the combination of formal and infor- 
mal reports. However, by mandating that some 
information must be in a registrant’s annual report 
to shareholders, some of the flexibility advocated 
by the Advisory Committee will not be available. 
Moreover, the proposed form changes the em- 
phasis from the Form 10-K to the shareholder re- 
port. As a result, where the Advisory Committee 
envisioned the Form 10-K as the document to be 
integrated with the Securities Act filing, the pro- 
posed form now looks to the shareholder report as 
the critical integrating document. 


The principal reasons for changing the emphasis 
from the Form 10-K to the shareholder report have 
been twofold. First, the presently existing annual 
report to shareholders is a readable document 
which is designed to be delivered to shareholders. 
In contrast, since the present Form 10-K has not 
been primarily designed for delivery to sharehold- 
ers, it has a structure and technical quality which, 
though useful for analytical purposes, is not gen- 
erally considered to be as readable as the annual 
report to shareholders. Second, the Commission 
does not believe it would be appropriate at this 
time to mandate a totally combined Form 10-K 
and annual report to shareholders in order to pro- 
duce the readable Form 10-K which would be 
needed to form the basis for integration. Such a 
mandate might be overly burdensome on some re- 
gistrants and also might make Commission staff 
review more difficult.5 Under these circumstances 
the Commission belives that it would be wise to 
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move slowly while still encouraging combination 
on a voluntary basis. In the meantime, the detailed 
disclosure will remain available in the filed Form 
10-K in order to supplement the more abbreviated 
presentation in the shareholder’s report. 


The Content of the New Form 10-K 


To some extent the Commission's decision to re- 
focus attention on the annual report to sharehold- 
ers has resulted from an increasing conviction that 
the quality of such reports is generally high and 
that few changes would be required to meet exist- 
ing disclosure standards. In this regard, an exam- 
ination of existing Form 10-K requirements 
and the requirements of Rule 14a-3 (17 CFR 
240.14a-3) indicate that only two major innova- 
tions are necessary to insure minimum content 
would be in the shareholder report so that it could 
be used in connection with Securities Act filings. 
First, the requirements for financial statements in 
Regulation S-X and in Commission forms must be 
standardized and any major differences with gen- 
erally accepted accounting principles must be re- 
solved. The Commission believes that the 
changes proposed under cover of the two separate 
releases which are being promulgated concur- 
rently address these needs.® Second, a more 
meaningful analysis of the registrant’s business 
and financial condition must be presented in order 
to capture, at least in summary form, some of the 
essential qualities of the detailed business de- 
scription which is presently only set forth in the 





‘The inability to assure in all cases that there will 
be a single document which will be usable as a 
combined report to shareholders and Form 10-K 
arises primarily because of the Business, Prop- 
erties and Legal Proceedings disclosures called 
for under Items 1, 2 and 5 of Regulation S-K and 
because of certain parent and subsidiary financial 
statements required by Regulation S-X. Although 
it is hoped that most registrants will have little diffi- 
culty in presenting these items in a combined 
document, there is considerable evidence that in 
some cases the sheer volume of the disclosure 
called for by these times would adversely impact 
the readability of the registrant’s annual reports to 
shareholders. 


6Securities Act Release Nos. 6179 and 6178, 
January 15, 1980. 
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Form 10-K and in most Securities Act forms. The 
proposed form addresses the business description 
in two ways. First, it is expected that reliance on 
the abbreviated description in the annual report 
required under Rule 14(a)(3) (17 CFR 240.14a-3) 
in connection with Securities Act filings should re- 
sult in some additional attention and detail. Sec- 
ond, a totally revised management's discussion 
and analysis of the issuer's financial statements, 
liquidity and capital resources is expected to add 
needed analysis. 


It should be emphasized that the minimal content 
changes proposed by the Commission are not in- 
tended to change the basic structure or quality of 
existing shareholder reports. Indeed, the Commis- 
sion believes that the communicative style of these 
reports is generally excellent and that, by and 
large, these reports do not include the type of 
boilerplate disclosures and disclaimers which fre- 
quently do appear in formal Commission filings. It 
is hoped that the type of attention to style which is 
evidenced by better examples of shareholder re- 
ports will continue to have a salutary effect on all 
of the report content whether or not the particular 
information is also a part of the Form 10-K. 


Since implementation of the requirements needed 
to insure that the annual report to shareholders will 
have the required minimum content does not in- 
volve combining all of the information in the Form 
10-K with that in the annual report to shareholders, 
the proposed Form 10/k has been divided into 
three information packages. The first package 
consists of the information which is to be included 
in the annual report to shareholders. This informa- 
tion includes market price data for the registrant's 
shares, a summary of selected financial data, 
three years of audited financial statements and 
management's discussion and analysis of the is- 
suer’s financial statements. The requirements re- 
lating to this information package are set forth in 
Part Il of the revised form. The second package 
consists of the traditional proxy disclosure infor- 
mation relating to beneficial ownership, directors 
and executive officers, and management remun- 
eration. Requirements relating to this informational 
package are set forth in Part Ill of the form. Finally, 
the third information package retains the detailed 
disclosure requirements relating to business, 
properties and legal proceedings and, in accord- 
ance with the Commission’s recent proposals, in- 


This last package, which is detailed in Parts | and 


@:: scaled down requirements for exhibits.” 
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IV of the revised form, is to a great extent supple- 
mental to the first two packages. 


While the three packages of information set forth 
in the four parts of the proposed Form 10-K do not 
fully implement the Advisory Committee’s recom- 
mendations as to information content, the basic 
content advocated by the Advisory Committee has 
been preserved. The Advisory Committee sug- 
gested a five part form including: (1) a fact sheet 
consisting principally of capsule financial data and 
a brief description of the registrant's business; (2) 
background information intended to report special 
risks and uncertainties and special or distinct fea- 
tures of the registrant’s operations or industry; (3) 
an analysis of financial statements and forward- 
looking information; (4) information relating to 
management currently found in proxy materials; 
and (5) audited financial statements. The pro- 
posed Form 10-K would require substantially all of 
the information in parts (1), (3) and (5) of the Ad- 
visory Committee's form to be in the annual report 
to shareholders. Although a separate discussion of 
risk factors would not be required in the proposed 
Form 10-K,® some of the other features of part (2) 
of the Advisory Committee report have been in- 
corporated into a proposed new management's 
discussion and analysis of the financial state- 
ments. Finally, part (4) of the Advisory Committee 
form relating to information usually contained in 
the registrant's proxy materials, which is Part II of 
the present form, becomes Part Ill of the proposed 
form. 


The Proposed New Integrated Disclosure 
System 


It is currently anticipated that the integrated dis- 
closure concept with respect to registered com- 
panies will be implemented in three general 
categories or levels. The degree of disclosure and 





7Securities Act of 1933 Release No. 6149 
(November 16, 1979) [44 FR 67143]. 


8 Notwithstanding the decision to exclude the dis- 
cussion of risk factors in the Form 10-K which is 
applicable to all registrants, such a discussion may 
be included in certain of the revised Securities Act 
forms. In this context, however, the focus would be 
on the particular issuer and the circumstances of 
the offering. 
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to some extent the means of dissemination of the 
disclosure documents would vary with respect to 
each level. First, with respect to certain exchange 
or other widely traded, solvent companies, a short 
form registration similar to the present S-16 form 
would be available. This form would incorporate 
the 10-K and subsequent reports by reference. 
These disclosure requirements would be premised 
upon a finding that more extensive disclosure re- 
quirements are neither necessary nor appropriate 
in the public interest or for the protection of inves- 
tors, since information concerning the issuer is 
generally available in the marketplace and is prop- 
erly reflected in the price of the securities being 
distributed. In light of this finding, there would be 
little need to gather the information into a single 
comprehensive document or package of docu- 
ments or to make physical delivery of the entire 
information package to offerees or purchasers. 


The second level would be solvent companies 
which had been subject to the reporting require- 
ments of the Exchange Act for three or more 
years.° Securities Act registration could be ac- 
complished by preparing a prospectus describing 
the distribution and by delivering that prospectus 
together with the issuer’s most recent sharehold- 
er’s annual and quarterly reports to offerees and 
purchasers, rather than delivering a prospectus 
combining all the information required by Form 
S-1.1° These types of disclosure and delivery re- 
quirements would attempt to minimize duplicative 
reporting under the Securities Act and the Ex- 
change Acts, but would not assume that previously 





°The three year qualification requirement would 
correspond to the uniform three year requirement 
for financial statements proposed in Release No. 
33-6179. 


10Comments from interested persons are also re- 
quested at this time as to whether delivery of the 
most recent proxy statement of the issuer con- 
cerning the election of directors should also be re- 
quired in this situation. See the accompanying re- 
lease proposing the new Form S-15, Securities Act 
Release No. 6177. 


The Commission is aware that subsequent events 
may require issuers to include updating disclo- 
sures as to such events in the prospectus in addi- 
tion to delivery of the annual and quarterly reports. 
Id. Release No. 33-6177. 
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reported information was necessarily reflected in 
securities prices or had otherwise reached of- 
ferees and purchasers."' 


Finally, with respect to financially troubled com- 
panies and those which had been subject to the 
Exchange Act reporting requirements for less than 
three years, a full Securities Act registration 
statement along the lines of either present Form 
S-1 or Form S-18 would be required. This ap- 
proach would reflect differing concerns relating to 
each of the two classes of companies for which full 
disclosure and delivery of a detailed prospectus 
would be required. First, insofar as financially 
troubled companies would be involved, the con- 
cern would be that Exchange Act reports would be 
rapidly outdated and that risks relating to the pos- 
sibility of insolvency would call for enhanced dis- 
closure. Second, with respect to companies which 
did not have three years of reports under the Ex- 
change Act reporting system; the concern would 
be that there would have been an inadequate op- 
portunity to evaluate the quality and sophistication 
of those reports. '2 


Obviously, under the integrated disclosure system, 
there would be some exceptions which would not 
fit precisely into the three levels outlined above. ® 





11 As has been previously indicated, under cover of 
a separate release the Commission concurrently 
has proposed for comment a new Form S-15 
which incorporates many of the features which it is 
envisioned would be applied to second level com- 
panies. Thus, the new proposed Form S-15, which 
would cover securities registered in certain merger 
and acquisition transactions, contemplates 
streamlined disclosure of the transaction and re- 
lies on annual and quarterly reports to sharehold- 
ers for specific business and financial information 
relating to the individual participants in the trans- 
action. 


12 Although no final determination has been made, 
at the present time it is contemplated that the inte- 
grated disclosure forms would not continue pres- 
ent distinctions as to the size of the registered en- 
tity, except to the extent that small business con- 
siderations might be involved. Instead, the new 
system would focus on the quality of the informa- 
tion concerning the registrant and the degree to 
which that information had been disseminated to 
shareholders and to potential investors. 


Volume 19, No. 4, January 29, 1980 





For example, there is no doubt that the Commis- 
sion’s ongoing program to assist and to reduce the 
burdens upon small business would be continued. 
Accordingly, it is anticipated that in some cases 
even the lowered burdens of the new system might 
be modified and abbreviated. 


It is contemplated that the integrated disclosure 
system, utilizing the new Form 10-K and the an- 
nual report to shareholders, will neither increase 
nor decrease the liability of any person under cur- 
rent securities laws. Although the new Form 10-K 
does call for signatures from the registrant’s prin- 
cipal executive officer or officers, its principal fi- 
nancial officer, its controller or principal accounting 
officer and by a majority of the board of directors, 
current legal authorities indicate that under certain 
circumstances these persons are presently re- 
sponsible for inaccurate information filed under the 
existing Exchange Act disclosure system.'® Addi- 
tionally, because the type of information which is 
to be contained in the annual report to sharehold- 
ers under the new system is not significantly more 
extensive than that presently required under Rule 
14a-3 (17 CFR 240.14a-3), the new system is not 
expected to increase liability in this area but in- 
stead should merely reduce the duplicated disclo- 
sure in the Form 10-K. Finally, to the extent that 
the annual report to shareholders is to be used in 
connection with Securities Act filings, it should be 
understood that only those portions of the report 
which are also a part of the Form 10-K would be 
incorporated into the filing and would therefore be 
subject to the liability provisions of Section 11 of 
the Securities Act.'4 





13See, e.g., Securities and Exchange Commission 
v. Kalvex, 425 F. Supp. 310 (S.D.N.Y. 1975); 
Blakely v. Lisac, 357 F. Supp. 255 (D. Ore. 1972); 
Exchange Act §20, 15 U.S.C. 78t. 


14The Commission also believes that the com- 
monly stated perception that disclosures made 
under the Securities Act must be more legalistic 
and less communicative is a misperception. Differ- 
ences in the Securities Act and the Exchange Act 
with respect to liability do not relate to the form or 
the lucidity of disclosure but only to the degree of 
care taken in making the disclosure. On balance, 
the Commission believes that the slight increased 
cost associated with a higher standard of care in 
some circumstances will be more than offset by 


Volume 19, No. 4, January 29, 1980 


BACKGROUND 


In response to the recommendation of the Advi- 
sory Committee that Form 10-K be amended to 
eliminate unnecessary requirements, add new re- 
quirements, and present the information in a more 
effective format, the Commission issued a release 
on August 16, 1978'S requesting comments both 
on Part | of the existing Form 10-K and on the 
substantially revised Form 10-K format recom- 
mended by the Committee. One hundred and eight 
letters of comment were received. 


While the comments were obviously carefully con- 
ceived and drafted, and a number of them are re- 
flected in the provisions which follow (with express 
notations where such is the case), as a whole 
there was not sufficient focus or agreement among 
the commentators to enable the Commission to 
draw any broad conclusions concerning either the 
existing Form 10-K or that recommended by the 
Advisory Committee. 


The resultant proposed Form 10-K, described and 
set forth below, is a combination of changes re- 
sulting from the comments, staff studies, and other 
information sources. As is indicated above, the re- 
visions were designed primarily to facilitate the 
implementation of an integrated disclosure sys- 
tem. However, many changes are also designed to 
promote a number of other important purposes, in- 
cluding: 


(1) Elimination of unnecessary disclosure; 
(2) Reduction of Commission staff review time; 


(3) Preservation of Form 10-K as the basic in- 
formation repository on a particular company; 
and 


(4) Improvement of the quality of disclosure in 
shareholder communications to the extent con- 
sistent with registrants’ prerogative to exercise 
reasonable discretion with respect to the format 
and content of the annual report to sharehold- 
ers. 





corresponding general reductions in the volume of 
required disclosure. 


15Securities Exchange Act of 1934 Release No. 
15068 (August 16, 1978) [43 FR 37460]. 
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The following table presents, in outline form, the 
changes proposed in the existing Form 10-K: 


Item 


General Instructions 


Status 


Revised 


PART | 


Item 1. Business. 


Item 2. Summary of Operations. 


Item 3. Properties. 
Item 4. Parents and Subsidiaries. 
Item 5. Legal Proceedings. 


Item 6. Increases and Decreases in Outstanding 
Securities and Indebtedness. 


Item 7. Changes in Securities and Changes in Se- 
curity for Registered Securities. 


Item 8. Defaults Upon Senior Securities. 


Item 9. Approximate Number of Equity Security 
Holders. 


Item 10. Submission of Matters to a Vote of Security 
Holders. 


Item 11. Indemnification of Directors and Officers. 


Item 12. Financial Statements, Exhibits filed, and 
Reports on Form 8-K. 


Revised [In revised S-K Item 1] 


Delated [Replaced by Selected Financial Data, 
New Item 5] 


Unchanged 
Deleted [But Replaced by an Exhibit] 
Unchanged 


Deleted 


Deleted 


Deleted 


Deleted [But Replaced by a Requirement in 
New S-K Item 9] 


Deleted 


Deleted 


Revised. 


Part Il 


Item 13. Security Ownership of Certain Beneficial 
Owners and Managers. 


Item 14. Directors and Executive Officers of the 
Registrant. 


Item 15. Management Remuneration and Transac- 
tions. 


Signatures 

Instructions as to Financial Statements 
Instructions as to Exhibits 
Supplemental Information 
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Unchanged 


Unchanged 


Unchanged 


Revised 

Deleted [Replaced by New Item 7] 
Revised [Per New Regulation S-K Item 8] 
Unchanged 
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The proposed new Form 10-K consists of four 
parts containing the items outlined below. The in- 
formation required by Part |, at the registrant's op- 
tion, may be supplied by incorporating the infor- 
mation from an annual report to shareholders fur- 
nished to the Commission pursuant to Rule 
14a-3(b) or Rule 14c-3(a), provided the report 
contains the required disclosure. Conversely, the 
information required by Part || must be supplied by 
incorporating by reference from the annual report 
to shareholders if such report is available, and the 
information required by Part Ill must be supplied 
by incorporating by reference from the election of 
directors proxy statement (or information state- 
ment), if such statement is available. 


OUTLINE OF PROPOSED FORM 10-K 


General Instructions 


Business. 
Properties. 


Legal Proceedings. 


Part Il 


Market for the Registrant’s Securities and 
Statement of Dividend Policy. 


Selected Financial Data. 
Management's Discussion and Analysis 
of Financial Condition and Results of 


Operations. 


Financial Statements. 


Part Ill 


Item 8. Directors and Executive Officers of the 


Registrant. 
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Item 9. Management Remuneration and Trans- 
actions. 


Item 10. Security Ownership of Certain Beneficial 
Owners and Management. 


Part IV 
Item 11. Exhibits and Reports on Form 8-K. 
Signatures 


Supplemental Information 


DISCUSSION OF ITEMS IN PROPOSED FORM 
10-K WHICH ARE UNCHANGED FROM 
CURRENT FORM 10-K 


Item 2. Properties. [Item 3 of Current Form 10-K] 


Except for the numbering this Item is unchanged 
from the existing Item 3, “Properties.” 


A thorough analysis was made of Item 2 of Regu- 
lation S-K. Consideration was made of such fac- 
tors as the comments received on the Item when it 
was originally proposed for comment in May of 
1977, as well as comments received on the exist- 
ing Form 10-K in the Commission’s release of Au- 
gust 16, 1978.'® Accordingly, on the bases of the 
careful work that went into drafting Item 2, the 
Commission’s short experience with the Item 
(since March 31, 1978), and the importance of 
maintaining the integrity of Regulation S-K with its 
attendant value to the integration of Form 10-K 
into Securities Act filings, the Commission be- 
lieves Item 2 should not be revised at this time. 


Item 3. Legal Proceedings. [Item 5 of Current 
Form 10-K] 


Except for the numbering the Item is unchanged 
from the existing Item 5, “Legal Proceedings.” The 
underlying Regulation S-K Item 5, “Legal Pro- 





16 Securities Exchange Act of 1934 Release No. 
15068 (August 16, 1978) [43 FR 37460]. 
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ceedings,” was recently adopted (July 28, 1978)'” 
and the Commission accordingly does not believe 
it is necessary to revisit this disclosure at the 
present time. 


Item 8. Directors and Executive Officers of the 
Registrant. [Item 14 of Current Form 10-K] 


Item 9. Management Remuneration and Transac- 
tions. [Item 15 of Current Form 10-K] 


Item 10. Security Ownership of Certain Beneficial 
Owners and Management. [Item 13 of Current 
Form 10-K] 


All three of these items have recently been the 
subject of the comment process, Item 9 (Item 15 of 
current Form 10-K; also Item 4 of Regulation S-K) 
having been adopted as recently as December 4, 
1978.'® Certain aspects of these items are still 
being reconsidered at the present time. Accord- 
ingly, the Commission does not feel it appropriate 
or necessary to propose amending these Items at 
this time. 


DISCUSSION OF ITEMS IN CURRENT FORM 
10-K WHICH ARE DELETED FROM PROPOSED 
FORM 10-K 


Item 2. Summary of Operations. 


The basis for deleting this Item is contained in the 
discussion of the new replacement Item 5 relating 
to selected financial data. Briefly, however, it is 
proposed to delete this item as a consequence of 
two basic decisions. First, the Commission be- 
lieves that five year information is relevant primar- 
ily where it can be related to trends in the regis- 
trant’s business. The current summary is not lim- 
ited to this type of information about trends. Sec- 
ond, as a result of the change of focus of Man- 
agement’s Discussion and Analysis to a discus- 
sion of the financial statements, the summary of 
operations is no longer the subject of that discus- 





7 Securities Act of 1933 Release No. 5949 (July 
28, 1978) [43 FR 34402]. 


18 Securities Act of 1933 Release No. 6003 [43 FR 
58181]. 
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sion. Therefore, its presentation is no longer 
needed.'9 


Item 4. Parents and Subsidiaries. 


While the Advisory Committee’s Form 10-K con- 
tains only a “list of all subsidiaries” as contrasted 
with the more detailed parent and subsidiary dis- 
closure of Item 4 of the existing Form 10-K, a 
number of commentators felt that the list of all 
subsidiaries should not be required. After consid- 
eration the Commission has determined that the 
value of parent and subsidiary data is not sufficient 
to warrant its inclusion in Form 10-K itself and ac- 
cordingly proposes the deletion of Item 4. On the 
other hand, the Commission does believe that oc- 
casional references to this data may be useful. 
Accordingly, a new exhibit requiring a list of all 
subsidiaries in the form suggested by the Advisory 
Committee has been proposed. 


Item 6. Increases and Decreases in Outstanding 
Securities and Indebtedness. 


Item 7. Changes in Securities and Changes in 
Security for Registered Securities. 


Item 8. Defaults Upon Senior Securities. 


Item 10. Submission of Matters to a Vote of Secu- 
rity Holders. 


Item 11. Indemnification of Directors and Officers. 


The above five Items were omitted by the Advisory 
Committee from their Form 10-K and were the 
subject of an express inquiry in Release No. 34- 
15068 as to their usefulness. A significant number 
of commentators agreed with the Advisory Com- 
mittee that all of these Items should be deleted, 
either because the information called for is not 
generally useful (this was felt to be particularly 
true of Item 12, Indemnification of Directors and 





'9lf the Summary of Operations is deleted from 
Form 10-K, it is anticipated that technical changes 
will be adopted which also delete the Summary of 
Operations from the various other forms where it 
appears. Examples would be deletion of Item 6 of 
Form S-1 under the Securities Act and Item 2 of 
Form 10 under the Exchange Act. 
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Officers) or because the information is available 
elsewhere (i.e., in Form 10’s or in the financial 
statements). Several commentators indicated that 
this information would have to be disclosed either 
in the text or in the notes to the financial state- 
ments. if material, even if there is no specific item 
requirement coverning the particular event or 
transaction. The Commission agrees with these 
commentators and accordingly proposes omitting 
these items from the revised Form 10-K. 


Item 9. Approximate Number of Equity Security 
Holders. 


This item has been deleted, but the substance has 
been added to new Item 9 of Regulation S-K, 
which deals with market information concerning 
the registrant’s securities and the registrant's divi- 
dend policy. The Commission believes that the 
information concerning the number of security 
holders will have greater utility in this context. 


DISCUSSION OF PROPOSED FORM 10-K 
ITEMS AND INSTRUCTIONS WHICH ARE NEW 
OR ARE REVISED FROM CURRENT FORM 10-k 


General Instruction D. Signatures and Filing of 
Report. 


This instruction is proposed to be expanded to re- 
quire that the Form now be signed on behalf of the 
issuer by the registrant’s principla executive officer 
or officers, its principal financial officer, its con- 
troller or principal accounting officer, and by at 
least the majority of the board of directors or per- 
sons performing similar functions. 


While the Commission is aware that this proposed 
change constitutes a significant expansion of the 
existing signature requirements, it does not be- 
lieve that this expansion will have substantial legal 
effect. In the Commission’s view the persons who 
would be required to sign the revised form are 
presently legally responsible for the information 
content of the existing form. Although it does ap- 
pear that in most cases these persons are aware 
of their present responsibilities, there have been 
cases where a lack of awareness may have 
existed. Accordingly, it is believed that the pro- 
posed signature requirement will enhance director 
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awareness of and participation in the preparation 
of the Form 10-K information.?° 


The Commission believes that an enhanced qual- 
ity of disclosure in the Form 10-K and in share- 
holder reports will be necessary if the integration 
of disclosure under the Securities Act and the Ex- 
change Act is to be achieved in a successful man- 
ner. To some extent increased director participa- 
tion in the preparation of these documents should 
contribute to this goal. The Commission acknowl- 
edges, however, that director participation alone 
may not be enough. In this regard, the Division of 
Corporation Finance has recently announced its 
intention to devote greater resources to a review of 
filings made under the Exchange Act, including in 
particular Form 10-K’s. 


General Instruction H. Form 10-K Information Re- 
quired To Be Incorporated By Reference. 


Three proposed revisions are set forth in this in- 
struction. The first revision requires that the finan- 
cial statements and certain other disclosures 
called for by Rule 14a-3 (17 CFR 240.14a-3) [or 
Rule 14c-3(17 CFR 240.14c-3)] contained in the 
annual report to shareholders must be incorpo- 
rated by reference into the Form 10-K.2' The sec- 





20The Commission, of course, is aware that spe- 
cific signature requirements are imposed under 
Section 6(a) of the Securities Act and that the Ex- 
change Act contains no corresponding specific 
signature provision. The Commission does not be- 
lieve that this omission in the Exchange Act pre- 
cludes signature requirements for Exchange Act 
reports. Indeed, signature requirements have long 
been imposed with respect to filings made under 
Section 13(a), including the Form 10-K. In this re- 
gard it should be noted that the proposed Form 
10-K. In this regard it should be noted that the 
proposed Form 10-K requires each person to sign 
on behalf of the registrant and indicates that each 
person separately shall set forth the position held 
with the registrant. 


21Pursuant to the proposed revised Rule 14a-3 
(Rule 14c-3) and Items 7 and 11 of this proposed 
new Form 10-K, all financial statements required 
by Regulation S-X shall be included in the annual 
report to security holders (which is then incorpo- 
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ond requires that the proxy or information state- 
ment for election of directors must be incorporated 
by reference into the Form 10-K. The third re- 
quires that any annual report to shareholders or 
proxy statement (information statement) incorpo- 
rated by reference must be furnished to everyone 
who receives a copy of the Form 10-K from the 
registrant. 


The required incorporation by reference of the an- 
nual report to shareholders and proxy statement 
(information statement) is motivated by a desire to 
reduce the number of different documents com- 
panies must file, to concurrently reduce the 
number of documents the Commission staff must 
review, and to make portions of the annual report 
to shareholders available for use in connection 
with Securities Act filings. The policy behind the 
delivery requirement for the annual report to the 
shareholders and the proxy statement (information 
statement) is simply to assure adequate dissemi- 
nation of the information contained in those docu- 
ments. 


Item 1. Business. 


As presently constituted this item consists of the 
information required by Item 1 of the Regulation 
S-K, except that the discussion of the develop- 
ment of a registrant's business need only include 
developments since the beginning of the fiscal 
year. 


It is proposed to amend paragraph (b) of Item 1 of 
S-K to reduce from five to three the number of 
years for which specific industry segment data 
must be supplied. This change is proposed to 





Continued from preceding page 


rated by reference into the Form 10-K) except: (1) 
separate financial statements of the registrant only 
(where consolidated financial statements of the 
registrant and its subsidiaries are included); (2) 
separate financial statements of subsidiaries not 
consolidated and fifty percent or less owned per- 
sons; (3) separate financial statements of consoli- 
dated majority-owned subsidiaries of the registrant 
engaged in diverse financial activities; (4) sepa- 
rate financial statements of affiliates whose secu- 
rities are pledged as collateral; and (5) financial 
statement schedules. 
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conform to the general decision to require financial 
statement and related information for a uniform 
three year period. Notwithstanding this proposed 
change, however, it should be noted that signifi- 
cant trend data might still be presented in the 
Selected Financial Data called for under Item 5 of 
the proposed Form 10-K, and some registrants 
might find it advisable to include five year selected 
segment data in that context. 


A thorough analysis was made of the other provi- 
sions of Item 1 of Regulation S-K. Consideration 
was given to such factors as the comments re- 
ceived on the Item when it was originally proposed 
for comment in May of 1977,22 as well as com- 
ments received on the existing Form 10-K in the 
Commission's release of August 16, 1978. While 
the terms of the Item are quite detailed and 
lengthy, a factor which has not gone unnoticed by 
some commentators, the actual disclosure re- 
quired is not that rigid, as can be seen from an 
excerpt from part c(1) of the Item which provides: 
“The description of each such segment shall in- 
clude the information specified in paragraphs (i) 
through (x) below to the extent material to an un- 
derstanding of the registrant's business taken as 
a whole.” (Emphasis supplied). Accordingly, on 
the bases of the careful work that went into draft- 
ing Item 1, the Commission’s short experience 
with the Item (since March 31, 1978), and the im- 
portance of maintaining the integrity of Regulation 
S-K with its attendant value to the integration of 
Form 10-K into Securities Act filings, the Commis- 
sion believes that no major revisions other than 
the one referred to above should be made at this 
time. 


Notwithstanding the foregoing, however, the 
Commission believes that it would be appropriate 
for commentators to suggest any changes in the 
form or content of the business description which 
they may feel would be appropriate. In particular, 
commentators who do wish to suggest changes 
should consider the advisability of (1) requiring 
Item 1 disclosure to be included in annual reports 
to shareholders in its current form or as modified 
by proposed changes; or (2) conforming the pres- 
ent detailed segments reporting requirements in 





22Securities Act of 1933 Release No. 5826 (May 
10, 1977) [42 FR 26010] 
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paragraph (b) of Item 1 to the similar but some- 
what less extensive requirements in SFAS 14.28 


Item 4. Market for the Registrant's Securities and 
Statement of Dividend Policy. 


Although this item is new to the Form 10-K and to 
Regulation S-K its contents are similar to that of 
paragraph (8) of Rule 14a-3 [17 CFR 240.14a-3] 
(which requires market price information to be in- 
cluded in the annual report to shareholders), to 
Guide 26 of the Guides for Preparation and Filing 
of Registration Statements under the Securities 
Act (which requires a statement of a registrant's 
dividend policy) and to Item 9 of present Form 
10-K (which requires information as to the ap- 
proximate number of equity security holders.) The 
language setting forth the proposed disclosure on 
market price information has been slightly 
amended to conform to identical disclosure re- 
quirements in Schedule 13E-3 (17 CFR 240.13e- 
-100). Otherwise, the principal change which 
would be implemented if this time were adopted 
would be to move the item to Form S-K where it 
can more easily be referenced into other forms, if 
at a later date such a reference appears to be ad- 
visable. 


The Commission is aware that the information re- 
quirements presently set forth in paragraph (8) of 
Rule 14a-3 (%% CFR 240.14a-3) have been 
criticized for not also requiring the presentation of 
industry or market data which may be used for 
comparison purposes. In light of this criticism the 
Commission would like commentators to consider 
whether the item should be expanded to require 
the presentation of market data either of a general 
nature or of an industry specific nature and 
whether, if such data were required, it should be 
presented in one or more specific graphic forms. 
For example, one such possibility might require 
the presentation in graphic form of individual com- 
pany market data together with data relating to a 
standardized market performance index. 


Item 5. Selected Financial Data. 


The summary of operations presently called for 
under Item 2 of Form 10-K has been deleted and 





23“Financial Reporting For Segments of A Busi- 
ness Enterprise.” 
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in lieu thereof there has been inserted as Item 5 to 
the proposed form a requirement calling for 
Selected Financial Data. This new requirement is 
designed to present significant five year trend data 
relating to a registrant’s revenues, income from 
continuing operations, liquidity and capital re- 
sources. Although a registrant would be permitted 
to include other financial information in addition to 
that specified, it would be expected that any pre- 
sentation of additional information would not un- 
necessarily emphasize income or revenues as op- 
posed to liquidity or capital resources. 


The deletion of the present summary and the sub- 
stitution of selected financial data reflects the 
Commission’s concern that operations summaries 
have duplicated information otherwise available in 
income statements, have not presented significant 
trend information and may have unduly em- 
phasized income over other enterprise perform- 
ance measures. The Commission recognizes that 
a detailed specification of the contents of format of 
a summary might not cure the perceived deficien- 
cies. Accordingly, it is hoped that the proposal will 
strike a reasonable balance between specified 
content and a flexible approach which permits re- 
gistrants to select that data which best indicates 
performance. In particular, those registrants who 
present the information relating to the impact of in- 
flation and current prices on their business re- 
quired by SFAS 3324 would be encouraged to 
combine the summary information required by 
SFAS 33 with the information required by the pro- 
posed new item. 


To a great extent the revised selected financial 
data follows the format suggested by the Advisory 
Committee and presented in Release 34-15068. 
The few revisions included have been made in re- 
sponse to the commentators’ requests for in- 
creased flexibility in the form and content of the 
presentation. In particular, instructions relating to 
working capital have been included in response to 
suggestions that a traditional working capital 
measure may not always be appropriate for all 
businesses. 


Item 6. Management's Discussion and Analysis of 
Financial Condition and Results of Operations. 





24“Financial Reporting and Changing Prices.” 
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The proposed Form 10-K incorporates an entirely 
restructured management's discussion and analy- 
sis. Additionally, this item have been moved from 
the Guides to become new Item 9 in Regulation 
S-K.25 


The major features of the new proposal are as 
follows: 


(1) The discussion is to be focused on the fi- 
nancial statements, and is no longer cen- 
tered upon a summary of operations. In- 
deed, as has been indicated above, the 
summary of operations has been eliminated. 


The new item calls for inclusion in the dis- 
cussion of three financial aspects of the 
registrant’s business - liquidity, capital re- 
sources and results of operations. 


Within each area of the discussion there is 
emphasis upon favorable or unfavorable 
trends and upon the identification of signifi- 
cant events or uncertainties. 


Segment information is required only if, in 
the registrant’s judgment, it is appropriate to 
an understanding of the registrant’s busi- 
ness. 


Information concerning the effects of infla- 
tion and changing prices is required. How- 
ever, those registrants which also are re- 
quired to comply with SFAS 33 relating to 
the same subject may satisfy both the SFAS 
33 requirements and the requirements of the 
proposed item with a single presentation. 


The percentage tests and line by line analy- 
sis encouraged by the present requirements 
contained in Guides 1 and 22 have been 
eliminated. However, instruction 4 to the 
proposed item does indicate that the causes 
for material changes in line items should be 
discussed. 





25 Should the approach be adopted with regard to 
the Form 10-K it is expected that the new Item 9 of 
Regulation S-K will also be made a part of other 
Securities Act and Exchange Act forms, such as 
Form S-1 and Form 10. 
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(7) The new item would not specifically require 
projections or other forward-looking infor- 
mation, although instruction 7 would en- 
courage the presentation of this type of in- 
formation on a voluntary basis. 


No specific provisions with respect to the lo- 
cation of management's discussion have 
been included, except for the general re- 
quirement that the discussion must be in- 
cluded within the annual shareholders re- 
port. 


The Commission is concerned that the disclosure 
elicited by the present requirements of Guides 1 
and 22 is not fulfilling originally contemplated ob- 
jectives. A statement of corporate objectives can 
be helpful to investors. The management discus- 
sion and analysis affords to management an op- 
portunity to discuss the implication of numerical 
results on a realistic basis. In general, however, a 
disclosure format has developed whereby a dis- 
cussion of implications is not presented. Instead, 
the percentage tests are applied without regard to 
any concept of materiality or significance to the 
registrant's business. Accordingly, although some 
portions of the resulting discussion may be mean- 
ingful, the meaningful discussion is obscured by 
the inclusion of material which is of little relevance. 


Secondly, the Commission is concerned that the 
focus of the requirements of Guides 1 and 22 is 
too narrow. In today’s environment there is a 
growing need to analyze enterprise liquidity and 
capital resources, in addition to revenues and in- 
come. The narrow approach presently set forth in 
Guides 1 and 22 does not necessarily produce a 
discussion which will focus upon the financial con- 
dition of the enterprise as a whole. 


Finally, the Commission, as it has indicated on a 
number of occasions, is concerned about the ade- 
quacy of disclosures with respect to the impact of 
inflation and changing prices on individual regis- 
trant’s businesses. Although the Commission does 
not believe that it would be appropriate at this time 
to expand the applicability of SFAS 33 beyond that 
established by the Financial Accounting Standards 
Board, it does believe that all registrants, including 
those which are not required to present SFAS 33 
information, should make some textual presenta- 
tion with respect to these matters. In this regard 
the Commission believes that management's dis- 
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cussion and analysis should focus on translating 
what some believe to be potentially confusing in- 
formation into a meaningful discussion of the ef- 
fects of changing prices on the registrant's busi- 
ness. In some cases those registrants which are 
required to report under 33 may determine to dis- 
play data in addition to that required in order to 
make the required data more meaningful. In any 
event, however, all registrants should take ad- 
vantage of the opportunity to to present the addi- 
tional quantitative and qualitative information that 
they believe will be useful to investors in evaluat- 
ing their companies. 


The Commission believes that the revised discus- 
sion and analysis will be responsive to at least 
some of the concerns raised by the commentators 
in response to specific inquiries numbered 9, 10, 
and 11 set forth in Release No. 34-15068. For 
example, the commentators generally favored a 
structure that would broaden the scope of the 
analysis and which would eliminate the percentage 
tests. There were, however, dissenters from this 
view who felt that such a broadening of scope or 
the elimination of the percentage tests would leave 
registrants with insufficient guidance as to the 
matters requiring discussion. The revised proposal 
indicates the Commission’s concurrence with the 
majority view. In response to the concerns of the 
minority, though, considerable detail as to the 
matters to be discussed has been included. 


The commentators responding to Release No. 34- 
-15068 also resisted the suggestion that the loca- 
tion of management’s discussion should be speci- 
fied. Again, the current proposals would follow the 
majority view. The Commission believes, however, 
in light of the new focus and substantial changes 
in the item, that it would be appropriate for the 
commentators to again address the issue as to 
whether or not a specific location of management's 
discussion and analysis should be prescribed. 


The Commission is aware that several of the con- 
cepts included in the revised item may be contro- 
versial and that the proposed item requires the 
discussion of complex questions where no defini- 
tive answers may be available. Accordingly, it may 
be helpful for the commentators to address alter- 
natives which might better achieve the Commis- 
sion’s goals or which would eliminate some of the 
controversy or complexity without decreasing the 
usefulness of the proposed discussion. In particu- 
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lar, commentators should address the following is- 
sues: 


(1) In light of the fact that working capital is not 
always an appropriate measure of liquidity, 
should the Commission be more specific as 
to possible alternative presentations which 
would describe a registrant’s liquidity posi- 
tion? If so, what alternatives should be of- 
fered? 


Is the requirement as to the presentation of 
segment information appropriate? Should 
this requirement be deleted or, conversely, 
should it be expanded? 


In presenting comments it is hoped that the basic 
objectives of the revised discussion will be recog- 
nized. The management discussion gives the reg- 
istrant an unusual opportunity to articulate its ob- 
jectives and financial-policies; to describe where it 
is headed and how it hopes to get there; and to 
establish and maintain credibility. Included in the 
management discussion should be factors about 
the particular business which management is in 
the best position to know. For each business, 
there is a limited set of critical variables which 
presents the pulse of the business. Management 
is in the best position to know what it is about its 
company that is important to the users of its re- 
ports, and management need not await the de- 
velopment of specific disclosure requirements by 
the Commission. 


Item 7. Financial Statements. 


Concurrently with the publication of this release 
the Commission, under cover of a separate re- 
lease, has proposed for comment uniform financial 
statement instructions and various amendments to 
Regulation S-X which are designed to facilitate the 
implementation of the proposed integrated disclo- 
sure system.26 Although reference should be made 
to the two releases setting forth these proposals 
for full details, the principal goals of the proposed 
amendments are to adopt uniform three year in- 
come statement and statement of changes in fi- 
nancial position and two year balance sheet re- 





26Securities Act Release Nos. 6179 and 6178, 
January 15, 1980. 
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quirements for all registration forms and to elimi- 
nate, to the extent possible, the differences be- 
tween the requirements of generally accepted ac- 
counting principles and those of Regulation S-X. 


Although the Commission will consider these is- 
sues separately in the context of the two account- 
ing releases, commentators should be aware that 
the issues raised by those releases are intimately 
related to those raised by the proposed amend- 
ments to Form 10-K. 


Item 11. Exhibits and Reports on Form 8-K. 


Recently in Release No. 33-6149?” the Commis- 
sion proposed extensive revisions in the general 
exhibit requirements applicable to all forms in- 
cluding the Form 10-K. The proposed form set 
forth below assumes the adoption of the proposed 
exhibit changes. Naturally, should the Commission 
decide not to implement some or all of the pro- 
posed exhibit changes a corresponding revision 
would be made in proposed Item Il. An addition 
has been made to this Item as proposed in Re- 
lease No. 33-6149 to require that the financial 
statements and schedules which are required in 
the Form 10-K but which are not required in the 
annual report to shareholders pursuant to Rule 
14a-3 (or Rule 14c-3), be filed as exhibits to the 
Form. The purpose of this change is to facilitate 
integration of the annual report to shareholders 
and the Form 10-K. 


Finally, a new exhibit requiring the preparation of a 
list of the registrant’s subsidiaries and setting forth 
limited data concerning subsidiaries has been 
added to the proposed new Item 8, Exhibits, of 
Regulation S-K. This list replaces Item 4 in the 
present Form 10-K. It is contemplated that this list 
would be repeated in each annual filing or an ex- 
press reference to the most recent list filed would 
be included. 


AMENDMENTS TO RULE 14a-3 AND RULE 
14c-3— DISCUSSION 


The proposed changes in Rule 14a-3 and Rule 
14c-3 are minimal and are basically technical in 
nature, that is, they are made to reflect other sub- 





27November 16, 1979 [44 FR 67143]. 
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stantive rule and regulation amendments proposed 
in this release and the two accounting releases.?® 
Subparagraphs (b)(1), (b)(2), and (b)(3) of Rule 
14a-3 and subparagraphs (a)(1), (a)(2), and (a)(3) 
of Rule 14c-3 are amended to reflect the proposed 
new uniform Regulation S-X financial statement 
instructions. Subparagraph (b)(4) of Rule 14a-3 
and subparagraph (a)(4) of Rule 14c-3 are revised 
to delete the reference to the summary of opera- 
tions and to replace it with proposed Items 10 and 
11 of Regulation S-K, Selected Financial Data and 
Management’s Discussion and Analysis of Finan- 
cial Condition and Results of Operations, respec- 
tively. The disclosure presently contained in sub- 
paragraph (b)(8) of Rule 14a-3 and subparagraph 
(a)(8) of Rule 14c-3 is deleted and a reference to 
the new Regulation S-K Item 9, Market Price of 
the Registrant's Securities and Statement of Divi- 
dend Policy,which is a revised and expanded ver- 
sion of that subparagraph, is inserted. Subpara- 
graph (b)(9) of Rule 14a-3 and subparagraph 
(a)(9) of Rule 14c-3 is expanded to indicate that if 
a registrant prepares an annual report to share- 
holders which meets all the Form 10-K disclosure 
requirements, it need not also supply a Form 10-K 
to requesting shareholders. Finally, subparagraph 
(c) of Rule 14a-3 and subparagraph (b) of Rule 
14c-3 are revised to reflect the fact that General 
Instruction H to the proposed Form 10-K requires 
that certain information from the annual report to 
shareholders be incorporated by reference into the 
Form 10-K and that such parts of the annual re- 
port are therefore “filed” for purposes of Section 
18 of the Exchange Act. 


AMENDMENTS TO GUIDES FOR 
PREPARATION AND FILING OF REPORTS AND 
REGISTRATION STATEMENTS UNDER THE 
SECURITIES EXCHANGE ACT OF 1934 


Guide No. 1. Summary of Operations. 


If the proposal to delete Item 2, Summary of Oper- 
ations, from the Form 10-K is adopted, appropri- 
ate deletions would also be made from other Ex- 
change forms and this Guide would be concur- 
rently rescinded. 





28 Securities Act Release Nos. 6178 and 6179, 
January 15, 1980. 
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Guide No. 4 Integrated Reports to Shareholders. 


Depending upon the proposed changes to Form 
10-K that are finally adopted, corresponding 
changes may be made in this Guide. 


AMENDMENTS TO GUIDES FOR 
PREPARATION AND FILING OF 
REGISTRATION STATEMENTS UNDER THE 
SECURITIES ACT OF 1933 


Guide No. 22 Summary of Operations. 


If the proposal to delete Item 2, Summary of Oper- 
ations, from the Form 10-K is adopted, appropri- 
ate deletions would be made from other Securities 
Act forms and this Guide would be concurrently 
rescinded. 


Guide No. 26 Statement of Dividend Policy. 

If proposed Item 9 of Regulation S-K, Market Price 
of the Registrant's Securities and Statement of 
Dividend Policy, is adopted, this Guide would be 
concurrently rescinded. 


TEXT OF PROPOSED FORM AND RULES 


17 CFR Chapter II is proposed to be amended as 
follows: 


1. By amending §249.310 to read as follows: 


PART 249—FORMS, SECURITIES EXCHANGE 
ACT OF 1934 


§249.10 Form 10-K, annual report pursuant to 


section 13 or 15(d) of the Securities Ex- 
change Act of 1934. 


GENERAL INSTRUCTIONS 


* * * 


C. Preparation of Report. 


(a) This form is not to be used as a blank form to 
be filled in, but only as a guide in the preparation 


Volume 19, No. 4, January 29, 1980 


of the report on paper meeting the requirements 
of Rule 12b-12. Except as provided in General 
Instruction H, the report shall contain the item 
numbers and captions of all items but the text of 
such items may be omitted. The answers to the 
items shall be prepared in the manner specified 
in Rule 12b-13. 


* * 


D. Signature and Filing of Report. 


* * * 


The report shall be signed by the registrant, and 
on behalf of the registrant by its principal executive 
officer or officers, its principal financial officer, its 
controller or principal accounting officer, and by at 
least the majority of the board of directors or per- 
sons performing similar functions. If the registrant 
is a foreign person, the registration statement shall 
also be signed by its authorized representative in 
the United States. The name of each person who 
signs the report shall be typed or printed beneath 
his signature. Any person who occupies more than 
one of the specified positions shall indicate each 
capacity in which he signs the report. 


* * * * 


H. Form 10-K Information Required to be 
Incorporated by Reference. 


(a) The information called for by Part II of this form 
(Items 4 through 7) shall be incorporated by refer- 
ence from the registrant's annual report to security 
holders furnished to the Commission pursuant to 
Rule 14a-3(b) or Rule 14c-3(a). The information 
so incorporated by reference shall be furnished to 
everyone who receives a copy from the registrant 
of its Form 10-K (except for security holders who 
have previously received the incorporated infor- 
mation). 


(b) The information called for by Part Ill (Items 8 
through 10) shall be incorporated by reference 
from the registrant’s definitive proxy statement 
(filed pursuant to Regulation 14A) or definitive in- 
formation statement (filed pursuant to Regulation 
14C) which involves the election of directors. 
However, the information regarding executive offi- 
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cers called for by Item 3 of Regulation S-K may be 
included in Part | of Form 10-K. See Instruction 4 
to Item 3(b) of Regulation S-K (17 CFR 229.20). 
The Part Ill information may, at the option of the 
registrant, by filed as an amendment to the report 
not later than 120 days after the end of the fiscal 
year covered by the report. Such amendment shall 
be filed under cover of Form 8. The information so 
incorporated by reference shall be furnished to 
everyone who receives from the registrant a copy 
of its Form 10-K (except for security holders who 
have previously received the incorporated infor- 
mation). 


(c) The information required by Part | of this form 
(Items 1 through 3) may, at the registrant’s option, 
be incorporated by reference from the registrant's 
annual report to security holders furnished to the 
Commission pursuant to Rule 14a-3(b) or Rule 
14c-3(a). 


(d) If, at the time the Form 10-K is due, the regis- 
trant is not required to furnish the Commission with 
an annual report to security holders pursuant to 
Rule 14a-3(b) or Rule 14c-3(a) or a proxy state- 
ment pursuant to Regulation 14A or an information 
statement pursuant to Regulation 14C which in- 
volves the election of directors, the information re- 
quired by Parts II and III of this form (Items 4 
through 10) shall be set forth in the form. 


(e) No item numbers or captions of items need be 
contained in the material incorporated by refer- 
ence into the report. However, the registrant’s at- 
tention is directed to Rule 12b-23(e) regarding the 
specific disclosure required in the report concern- 
ing information incorporated by reference. When 
the registrant combines all of the information in 
Parts | and II of this form (Items 1 through 7) by 
reference from the registrant's annual report to se- 
curity holders furnished to the Commission pur- 
suant to Rule 14a-3(b) or Rule 14c-3(a) and all of 
the information in Part Ill of this form (Items 8 
through 10) by reference from a definitive proxy 
statement or information statement involving the 
election of directors, then notwithstanding General 
Instruction C(a), this form shall consist of the fac- 
ing page, the annual report to security holders, the 
proxy or information statement and the informa- 
tion, if any, required by Part IV of this form, signa- 
tures, and a cross reference sheet setting forth the 
item numbers and captions in Parts |, Il and Ill of 
this form and the page or pages in the referenced 
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materials where the corresponding information ap- 
pears. 


* 


J. Issuers Filing on Form S-18. 


If the issuer . . . in lieu of the information called for 
by Item 1, Business, and Item 9, Management 
Remuneration and Transactions, herein. Item 5, 
Selected Financial Data, may be omitted at the 
election of such issuer. 


* 


K. Omission of Information by Certain Wholly- 
Owned Subsidiaries. 


ja)" *"* 


(1) All of the registrant's equity securities ... as 
applicable, and which is named in conjunction 
with the registrant's description of its business; 


(6)-**" 


(1) Such registrants may omit the information 
called for by Item 5, Selected Financial Data, 
and Item 6, Management’s Discussion and 
Analysis of Financial Condition and Results of 
Operations ... 


(2) Such registrants may omit the list of sub- 
sidiaries exhibit called for by Item 8 of Regula- 
tion S-K (17 CFR 229.20). 


(3) Such registrants may omit the information 
called for by the following otherwise required 
Items: Item 8, Directors and Executive Officers 
of the Registrant; Item 9, Management Remun- 
eration and Transactions; and Item 10, Security 
Ownership of Certain Beneficial Owners and 
Management. 


(4) In response to Item 1... and in response to 
Item 2, Properties .. . 
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PART | 
[SEE GENERAL INSTRUCTION H (c)] 


Item 2. Properties. 


Information relating to properties shall be fur- 
nished in acordance with the provision of Item 2 of 
Regulation S-K (17 CFR 229.20). 


Item 3. Legal Proceedings. 


The description of legal proceedings shall include 
the information required by Item 5 of Regulation 
S-K (17 CFR 229.20). 


PART Il 
[SEE GENERAL INSTRUCTION H(a)] 


Item 4. Market for the Registrant's Securities 
and Statement of Dividend Policy. 


- Information relating to the market for the regis- 


trant’s securities and the statement of dividend 
policy shall be furnished in accordance with the 
provisions of Item 9 of Regulation S-K (17 CFR 
229.20). 


Item 5. Selected Financial Data. 


Selected financial data shall be furnished in ac- 
cordance with the provisions of Item 10 of Regula- 
tion S-K (17 CFR 229.20). 


Item 6. Management's Discussion and Analysis of 
Financial Condition and Results of 
Operations. 


The management's discussion and analysis of fi- 
nancial condition and results of operations shall be 


furnished in accordance with the provisions of Item 
11 of Regulation S-K (17 CFR 229.20). 


Item 7. Financial Statements. 


Financial statements meeting the requirements of 
Regulation S-X (17 CFR 210.1-02) shall be filed. 
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Financial statements of the registrant and its sub- 
sidiaries consolidated [as required by Rule 14a- 
3(b)] shall be filed under this Item. Other financial 
statements and schedules required under Regula- 
tion S-X shall be filed as an exhibit pursuant to 
Item 11, Exhibits and Reports on Form 8-K, of this 
Form. 


PART Ill 
[SEE GENERAL INSTRUCTION H(b)] 


Item 8. Directors and Executive Officers of the 
Registrant. 


The description of directors and executive officers 


shall include the information required by Item 3 of 
Regulation S-K (17 CFR 229.20). 


Item 9. Management Remuneration and 
Transactions. 


The description of remuneration of directors and 
officers shall include the information required by 
Item 4 of Regulation S-K (17 CFR 229.20). 


Item 10. Security Ownership of Certain Beneficial 
Owners and Management. 

The description of principal security holders and 

security holdings of management shall include the 


information required by Item 6 of Regulations S-K 
(17 CFR 229.20). 


PART IV 


Item 11. Exhibits and Reports on Form 8-K. 
(a) _** 


(2) Exhibits, as required by Item 8 of Regulation 
S-K (17 CFR 229.20). 


i Beaty 


(c) Registrants shall file, as exhibits to this Form, 
the financial statements required by Regulation 


SEC DOCKET/203 





S-X which are excluded from the annual report to 
shareholders by Rule 14a-3(b)(1), including (1) 
separate financial statements of the registrant only 
(where consolidated financial statements of the 
registrant and its subsidiaries are included); (2) 
separate financial statements of subsidiaries not 
consolidated and fifty percent or less owned per- 
sons; (3) separate financial statement of consoli- 
dated majority-owned subsidiaries of the registrant 
engaged in diverse financial activities; (4) sepa- 
rate financial statements of affiliates who securi- 
ties are pledged as collateral; and (5) financial 
statement schedules. 


SIGNATURES 
[SEE GENERAL INSTRUCTION D] 


Pursuant to the requirements of Section 13 or 
15(d) of the Securities Exchange Act of 1934, the 
registrant has duly caused this report to be signed 
on its behalf by the undersigned, thereunto duly 
authorized. 


(Registrant) 


By 


(Signature and Title)" 


Pursuant to the requirements of the Securities Ex- 
change Act of 1934, this report has been signed 
below by the following persons on behalf of the re- 
gistrant and in the capacities and on the dates in- 
dicated. 


(Signature and Title)” 


(Date) 


_ ‘(Signature and Title)" ; (Date) 
*Print the name and title of each signing officer 
and director under his signature. 


SUPPLEMENTAL INFORMATION TO BE 
FURNISHED WITH REPORTS FILED PURSUANT 
TO SECTION 15(d)OF THE ACT BY ISSUERS 
WHICH HAVE NOT REGISTERED SECURITIES 
PURSUANT TO SECTION 12 OF THE ACT. 


* * * * 
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2. By amending §229.20 to amend Item 1 to read 
as follows: 


PART 229—STANDARD INSTRUCTIONS FOR 
FILING FORMS UNDER SECURITIES ACT OF 
1933 ANS SECURITIES EXCHANGE ACT OF 
1934— REGULATIONS S-K. 


Item 1. Description of business 

(a)*** 

(b) Financial information about industry segments. 
(1) Industry segments. State for each of the re- 
gistrant’s last three fiscal years or for each fiscal 


year the registrant has been engaged in busi- 
ness, whichever period is shorter .. . 


* * * * 


3. By ameding §229.20 to amend Item 8 [as pro- 
posed in Securities Act of 1933 Release No. 6149 
(November 16, 1979)] to read as follows: 

Item 8. Exhibits. 

(a) x*~*r* 


Table Il Securities Exchange Act of 1934- 


Frequently Used Forms 
(a) x“*k* 


(21) Subsidiaries of the registrant 





(b) *** 
(21) List all subsidiaries of the registrant, the state 
or other jurisdiction of incorporation or organiza- 
tion of each, and the names under which such 
subsidiaries do business. 


* * 
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4. By amending §229.20 by adding Item 9 to read 
as follows: 


Item 9. Market price of the registrant's securities 
and statement of dividend policy. 


Identify the principal marker or markets in which 
the registrant's securities are being traded and, if a 
principal market for a class of securities is an ex- 
change, state the high and low sales prices for the 
securities as reported in the consolidated transac- 
tion reporting system or, if not so reported, on 
such principal exchange for each quarterly period 
during the past two years. If the principal market 
for a class of securities is not an exchange, state 
the range of high and low bid quotations for each 
quarterly period during the past two years, the 
source of such quotations and, if there is no mar- 
ket for such securities (excluding limited or 
sporadic quotations), furnish a statement to that 
effect. 


Set forth the approximate number of holders of 
each class of equity securities of the registrant as 
of a recent date. 


State the frequency and amount of any dividends 
paid during the past two years with respect to each 
class of equity securities and briefly describe any 
restriction on the issuer’s present or future ability 
to pay such dividends. 


Instructions 


1. Information need not be given with respect to 
outstanding non-transferable options and interests 
in employee plans or with respect to classes of se- 
curities which neigher are registered under section 
12 of the Exchange Act nor have given rise to a 
reporting requirement under section 15(d) of the 
Exchange Act. 


2. The computation of the approximate number of 
holders of a class of equity securities may be 
based upon the number of record holders or may 
also include individual participants in security po- 
sition listings. See Rule 17Ad-8 (17 CFR 
240.17Ad-8). The method of computation which is 
chosen should be indicated. 


3. Where a registant has a record of paying no 
dividends although earnings indicate an ability to 
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do so, the registrant should consider the question 
of its intention to pay cash dividends in the 
foreseeable future, and if no such intention exists, 
a statement of that fact should be set forth in the 
filing. Registrants which have a history of paying 
dividends are also strongly encouraged to indicate 
whether dividends will continue to be paid in the 
future. Such forward-looking information is ex- 
pressly covered by the safe harbor rule for projec- 
tions. See Securities Act Release No. 6084 (June 
25, 1979) [44 FR 38810]. 


5. By amending $229.20 by adding Item 10 to read 
as follows: 


Item 10. Selected financial data. 


Furnish in comparative columnar form a summary 
of selected financial data for the registrant, for 
(1) each of the last five fiscal years of the regis- 
trant (or for the life of the registrant and its pred- 
ecessors, if less), and 
(2) any additional fiscal years necessary to keep 
the summary from being misleading. 


Instructions. 


1. The purpose of the summary of selected finan- 
cial data shall be to supply in a convenient and 
readable format selected data which highlights 
significant trends in the registrant's financial con- 
dition and results of operations. 


2. Subject to appropriate variation to conform to 
the nature of the registrant's business, the follow- 
ing items shall be included in the summary: net 
sales or operating revenues; income (loss) from 
continuing operations; income (loss) from con- 
tinuing operations per common share; working 
capital (except as is indicated in Instruction 3); 
total assets; and long-term obligations (including 
long-term debt, capital leases and redeemable 
preferred stock as defined in ASR 268) and cash 
dividends declared per cemmon share. Regis- 
trants may include additional items which they be- 
lieve would enhance an understanding of and 
would highlight trends in their financial condition 
and results of operations. 


3. If the registrant believes that working capital is 
not a meaningful measure of liquidity, working 
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capital may be omitted from the summary and in 
lieu thereof some other indicator or indicators shall 
be included. 


4. Those registrants which are required to provide 
five years summary information in accordance with 
SFAS 33 may combine such information with the 
selected data and my modify the information pre- 
sented to conform to the requirements of SFAS 33. 


5. All references to the registrant in the summary 
and in these instructions shall mean the registrant 
and its consolidated subsidiares. 


6. By amending §229.20 by adding Item 11 to read 
as follows: 


Item 11. Management's discussion and analysis 
of financial condition and results of 
operations. 


Discuss registrant’s financial condition, changes in 
financial condition and results of operations. The 
discussion shall provide information as specified in 
paragraphs (a), (b) and (c) of this section with re- 
spect to liquidity, capital resources and results of 
operations, and may provide such other informa- 
tion which the registrant believes to be relevant to 
an understanding of its financial condition, 
changes in financial condition and results of oper- 
ations. Where in the registrant's judgment a dis- 
cussion of segment information would be appro- 
priate to an understanding of the registrant’s busi- 
ness, the discussion should focus on each report- 
able segment of the business and on the registrant 
as a whole. 


(a) Liquidity. 


State registrant’s. views of the extent to which 
working capital (the excess of current assets over 
curent liabilities) is an appropriate indicator of the 
liquidity of its business. If working capital is not an 
appropriate indicator, state the basis or bases 
used by the registrant to measure its liquidity. 
Identify any known trends or any unusual de- 
mands, commitments, events of uncertainties re- 
sulting in or which are reasonably likely to result in 
liquidity increasing or decreasing in any material 
way. If a deficiency is identified, indicate the 
course of action which the registrant proposes to 
take to remedy the deficiency. Identify and sepa- 
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rately describe internal and external sources of 
liquidity, and identify any unused sources of liq- 
uidity. 


(b) Capital resources. 


Describe any favorable or unfavorable trends in 
the registrant’s capital resources. Indicate any 
changes in the mix and the relative cost of such 
resources. This discussion should consider 
changes between equity, debt and any off balance 
sheet financing arrangements. 


Describe the registrant’s material commitments for 
capital expenditures as of the end of the lastest 
fiscal period, and indicate the general purpose of 
such commitments and the anticipated source of 
funds needed to fulfill such commitments. 


(c) Results of operations. 


Describe any unusual or infrequent events or 
transactions or any significant economic changes 
which materially affected the amount of reported 
income from continuing operations and, in each 
case, indicate the extent to which income was so 
affected. In addition, describe any other significant 
components of revenues or expense which, in the 
registrant's judgment, should be described in order 
to understand the registrant’s results of opera- 
tions. 


Describe any identified trends or uncertainties 
which have had or which the registrant expects will 
have a favorable or unfavorable impact on net 
sales or revenues or income from continuing oper- 
ations. If the registrant knows of events which will 
cause a material change in the relationship be- 
tween costs and revenues (such as known future 
increases in costs of labor or materials or price in- 
creases or inventory adjustments) the change in 
the relationship should be disclosed. 


To the extent that the financial statements disclose 
material increases in net sales or revenues, indi- 
cate the extent to which such increases are at- 
tributable to increases in prices or to increases in 
the volume or amount of goods or services being 
sold or to the introduction of new products or 
services. 


For the most recent three year period, indicate the 
effect of inflation and changing prices on the re- 
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gistrant’s net sales and revenues and on income 
from continuing operations. 


Instructions. 


1. The registrant's discussion and analysis should 
be of the financial statements and of other statisti- 
cal data which the registrant believes will enhance 
a reader’s understanding of financial condition, 
changes in financial condition or results of opera- 
tions. Generally, the discussion should cover the 
three year period covered by the financial state- 
ments. However, where trend information is rel- 
evant, reference to the five year selected financial 
data appearing elsewhere may be helpful. 


2. The purpose of the discussion and analysis 
should be to provide to investors and other users 
information relevant to an assessment of the fi- 
nancial condition and results of operations of the 
registrant as determined by evaluating the 
amounts and certainty of cash flows from opera- 
tions and, if material, from outside sources. The 
information provided should include that which is 
available to the registrant without undue effort or 
expense but which is not obvious from the regis- 
trant’s financial statements. 


3. The registrant’s discussion and analysis should 
specifically focus on events and uncertainties 
known to management which would cause re- 
ported financial information not to be necessarily 
indicative of future operating results or of future fi- 
nancial condition. This would include description 
and amounts of (a) matters which could have an 
impact on future operations and have not had an 
impact in the past, and (b) matters which have had 
an impact on reported operations and are not ex- 
pected to have an impact upon future operations. 
When focusing on unusual events or transactions 
or significant economic changes the registrant 
should consider such items as unusually large 
promotion or research and development expenses 
or large price increases or decreases in basic re- 
sources. 


4. Where the consolidated financial statements re- 
veal material changes from year to year in one or 
more line items, the causes for the changes 
should be described; provided, however, if the 
causes for a change in one line item also relate to 
other line items, no repetition is required. Regis- 
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trants need not recite the amounts of changes 
from year to year which are readily computable 
from the financial statements. The discussion 
should not merely repeat numerical data contained 
in the consolidated financial statements. 


5. The term “liquidity” as used in paragraph (a) of 
this section refers to an assessment of the ability 
of an enterprise to generate adequate amounts of 
cash to meet the enterprise’s needs for cash. Liq- 
uidity should be assessed on both a long-term and 
short-term basis. Since liquidity relates directly to 
cash flows, it is recognized that balance sheet in- 
dicators such as “working capital” or “quick as- 
sets” may be inadequate. Registrants are asked to 
address the issue of liquidity in the context of their 
business or businesses. If the registrant believes 
that working capital may be a misleading measure 
of its liquidity, working capital need not be dis- 
cussed but in lieu thereof some other indicator or 
indicators shall be presented. 


6. Registrant’s discussion of results of operations 
should identify and significant elements of the re- 
gistrant’s income or loss from continuing opera- 
tions which do not arise from or are not necessar- 
ily representative of the registrant’s ongoing busi- 
ness. Such items might include unusually large 
promotion or research and development ex- 
penses, unusually high or low export activities, 
identifiable costs associated with a business inter- 
ruption caused by labor strikes or other events, or 
significant gains or losses from disposition of as- 
sets. 


7. Registrants are encouraged but are not required 
to address future periods. It should be noted, how- 
ever, that the disclosure of presently existing firm 
commitments for future material expenditures may 
be required, and such information should be dis- 
tinguished from planned and uncommitted ex- 
penditures. Such forward-looking information is 
expressly covered by the safe harbor rule for pro- 
jections. See Securities Act Release No. 6084 
(June 25, 1979) [44FR 38810]. 


8. Registrants which are required to provide ex- 
planations of supplementary information disclosed 
in accordance with SFAS 33 may combine such 
explanations with the registrant's discussion and 
analysis required pursuant to this provision. If such 
statement is combined, the supplementary infor- 
mation required by SFAS 33 shall be located in 


SEC DOCKET/207 





reasonable proximity to the discussion and analy- 
sis. 


9. Registrants which are not required to provide 
explanations of supplementary information dis- 
closed in accordance with SFAS 33 may discuss 
the effects of inflation and changes in prices in 
whatever manner appears appropriate under the 
circumstances. Although voluntary compliance 
with SFAS 33 is encouraged, it is not required. 


10. All references to the registrant in the discus- 
sion and in these instructions shall mean the re- 
gistrant and its consolidated subsidiaries. 


7. By amending §240.14a-3 to read as follows: 


PART 240—GENERAL RULES AND 
REGULATIONS, SECURITIES 
EXCHANGE ACT OF 1934 


§240.14a-3 Information to be furnished to security 
holders. 


(1) The report shall include the financial state- 
ments required by Regulation S-X for the regis- 
trant and its subsidiaries consolidated. Any fi- 
nancial statement schedules or exhibits which 
may otherwise be required in filings with the 
Commission may be omitted. Investment com- 
panies registered under the Investment Com- 
pany Act of 1940 need include financial state- 
ments only for the last fiscal year. 


(2) Financial statements and notes thereto shall 
be presented in roman type at least as large and 
as legible as 10-point modern type. If necessary 
for convenient presentation, the financial state- 
ments may be in roman type as large and as 
legible as 8-point modern type. All type shall be 
leaded at least 2-point. 


(3) The report shall contain the supplementary 
financial information specified by Item 12 of 
Regulation S-K (17 CFR 229.20). 
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(4) (i) The report shall contain selected financial 
data in accordance with the provisons of Item 
10 of Regulation S-K (17CFR 229.20). 


(ii) The report shall contain management's 
discussion and analysis of the issuer’s finan- 
cial condition and results of operations in ac- 
cordance with the provisions of Item 11 of 
Regulation S-K (17 CFR 229.20). 


(8) The report shall contain the market price of 
the issuer’s securities and its statement of divi- 
dend policy in accordance with the provisions of 
Item 9 or Regulation S-K (17 CFR 229.20). 


(9) *** If the issuer's annual report to security 
holders complies with the disclosure require- 
ments of Form 10-K and is filed with the Com- 
mission in satisfaction of its Form 10-K filing re- 
quirements, such issuer need not furnish a 
separate Form 10-K to security holders who re- 
ceive a copy of such annual report. 


NOTE: >." 


(c) Seven copies of the report sent to security hol- 
ders pursuant to this rule shall be mailed to the 
Commission, solely for its information, not later 
than the date on which such report is first sent or 
given to secruity holders or the date on which pre- 
liminary copies of solicitation material are filed with 
the Commission pursuant to Rule 14a-6(a), 
whichever date is later. The report is not deemed 
to be “soliciting material” or to be “filed” with the 
Commission or subject to this regulation otherwise 
than as provided in this rule, or to the liabilities of 
Section 18 of the Act, except to the extent that the 
issuer specifically requests that it be treated as a 
part of the proxy soliciting material or incorporates 
it in the proxy statement or other filed report by 
reference. 


8. By amending §240.14c-3 to read as follows: 
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§240.14c-3 Annual report to be furnished to secu- 
rity holders. 


@«- 


(1) The report shall include the financial state- 
ments required by Regulation S-X for the regis- 
trant and its subsidiaries consolidated. Any fi- 
nancial statement schedules or exhibits which 
may otherwise be required in filings with the 
Commission may be omitted. Investment com- 
panies registered under the Investment Com- 
pany Act of 1940 need include financial state- 
ments only for the last fiscal year. 


(2) Financial statements and notes thereto shall 
be presented in roman type at least as large and 
as legible as 10-point modern type. If necessary 
for convenient presentation, the financial state- 
ments may be in roman type as large and as 
legible as 8-point modern type. Allitype shall be 
leaded at least 2-point. 


(3) The report shall contain the supplementary 
financial information specified by Item 12 of 
Regulation S-K (17 CFR 229.20). 


(4) (i) The report shall contain selected financial 
data in accordance with the provisions of 
Item 10 of Regulation S-K (17 CFR 229.20). 


(ii) The report shall contain management's 
discussion and analysis of the issuer’s finan- 
cial condition and results of operations in ac- 
cordance with the provisions of Item 11 of 
Regulation S-K (17 CFR 229.20). 


* * * 


(8) The report shall contain the market price of 
the issuer’s securities and its statement of divi- 
dend policy in accordance with the provisions of 
Item 9 of Regulation S-K (17 CFR 229.20). 


(9) *** If the issuer’s annual report to security 
holders complies with the disclosure require- 
ments of Form 10-K and is filed with the Com- 
mission in satisfaction of its Form 10-K filing re- 
quirements, such issuer need not furnish a 
separate Form 10-K to security holders who re- 
ceive a copy of such annual report. 


NOTE: *** 


* * * * 
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(b) Seven copies of the report sent to security hol- 
ders pursuant to this rule shall be mailed to the 
Commission, solely for its information, not later 
than the date on which such report is first sent or 
given to security holders or the date on which pre- 
liminary copies of the information statement are 
filed with the Commission pursuant to Rule 14c-5, 
whichever date is later. The report is not deemed 
to be “filed” with the Commission or subject to this 
regulation otherwise than as provided in this rule, 
or to the liabilities of Section 18 of the Act, except 
to the extent that the issuer specifically requests 
that it be treated as a part of the information 
statement or incorporates it in the information 
statement or other filed report by reference. 


COMMENTS 


Any interested persons wishing to submit written 
comments on the proposals, as well as on other 
matters which might have an impact upon the pro- 
posals contained herein, are invited to do so. 
Mindful of its responsibilities to weigh with care the 
costs and benefits which result from its rules and 
form requirements, the Commission specifically 
invites comments on the cost to registrants and 
others of these proposals. In light of Section 
23(a)(2) of the Exchange Act, the Commission 
also specifically invites comments as to any com- 
petitive impact of any changes in the disclosure 
requirements. 


AUTHORITY 


The amendments to the forms and guides pre- 
scribed under the Securities Act of 1933 are being 
proposed pursuant to the authority in Sections 6, 
7, 8, 10 and 19(a) of that Act. The amendments to 
Rule 14a-3, Rule 14c-3, and the forms and guides 
prescribed under the Securities Exchange Act of 
1934 are being proposed pursuant to the authority 
in Sections 12, 13, 15(d) and 23(a) of that Act. The 
amendments to Regulation S-K are being pro- 
posed pursuant to all of the 1933 and 1934 Act 
provisions referred to above. 


[Secs. 6, 7, 8, 10, 19(a), 48 Stat. 78, 79, 81, 85; 
secs. 205, 209, 48 Stat. 906, 908; sec. 301, 54 
Stat. 857; sec. 8, 68 Stat. 685; sec. 1, 79 Stat. 
1051; sec. 308(a)(2), 90 Stat. 57; secs. 12, 13, 
15(d), 23(a), 48 Stat. 892, 894, 895, 901; secs. 1, 
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8, 49 Stat. 1375, 1379; sec. 203(a), 49 Stat. 704; 
sec. 202, 68 Stat. 686; secs. 3, 4, 6, 78 Stat. 565- 
568, 569, 570-574; secs. 1, 2, 82 Stat. 454; sec. 
28(c), 84 Stat. 1435; secs. 1, 2, 84 Stat. 1497; sec. 
105(b), 88 Stat. 1503, secs. 8, 9, 10, 89 Stat. 117, 
118, 119; sec. 306(b), 90 Stat. 57; secs. 202, 203, 
204, 91 Stat. 1494, 1498, 1499, 1500; 15 U.S.C. 
77f, 77g, 77h, 77j, 77s(a), 781, 78 m, 780(d), 
78w(a).] 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES ACT OF 1933 
Release No. 6177/Jan 15, 1979 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 16497/Jan 15, 1979 


Business Combination Transactions—Proposed 


Short Form for Registration and Proposed 
Amendments of Related Rules 


ACTION: Proposed rulemaking. 


SUMMARY: The Commission is publishing for 
comment a proposed short form which may be 
used to register under the Securities Act of 1933 
securities issued in business combination transac- 
tions which meet certain criteria. Specifically, the 
Commission is proposing for comment: (1) pro- 
posed Form S-15, an optional short form for regis- 
tration under the Securities Act of securities issued 
in certain business combination transactions; (2) 
proposed amendments to certain provisions of 
Regulations 14A and 14C under the Securities Ex- 
change Act of 1934 to provide that the informa- 
tional and filing requirements of those regulations 
would be satisfied when Form S-15 is used to re- 
gister securities under the Securities Act; and (3) 
proposed amendments to Rule 24 of the Commis- 
sion’s Rules of Practice and Rule 411 under the 
Securities Act of 1933 to permit the incorporation 
by reference of material contained in annual re- 
ports to shareholders furnished to the Commission 
pursuant to Rules 14a-3 and 14c-3 under the Ex- 
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change Act. These proposals are part of a coordi- 
nated rulemaking effort designed to further inte- 
grate disclosure requirements under the Federal 
securities laws. 


DATE: Comments should be submitted on or be- 
fore April 15, 1980. 


ADDRESSES: Comments should be submitted in 
triplicate to George A. Fitzsimmons, Secretary, 
Securities and Exchange Commission, 500 North 
Capitol Street, Washington, D.C. 20549. Comment 
letters should refer to File No. S7-817. All com- 
ments received will be available for public inspec- 
tion and copying in the Commission’s Public Ref- 
erence Room, 1100 L Street, N.W., Washington, 
D.C. 20549. 


FOR FURTHER INFORMATION CONTACT: 
Catherine Collins (202-272-2589), Office of Dis- 
closure Policy, Division of Corporation Finance, 
Securities and Exchange Commission, 500 North 
Capitol Street, Washington, D.C. 20549. 


SUPPLEMENTARY INFORMATION: The pro- 
posed Form S-15 and related amendments being 
published for comment today represent part of the 
Commission’s continuing efforts to simplify the 
disclosure provided to investors, to reduce the 
burdens and costs which registration of securities 
under the Securities Act of 1933 (the “Securities 
Act”) [15 U.S.C. 77a et seq.] imposes on issuers, 
and to integrate further the corporate disclosure 
requirements of the Securities Act and the Securi- 
ties Exchange Act of 1934 (the “Exchange Act) 
[15 U.S.C. 78a et seq.] This rulemaking action is 
being proposed simultaneously with the Commis- 
sion’s publication for comment of (i) proposed 
amendments to Form 10-K [17 CFR 249.310] and 
Rule 14a-3 [17 CFR 240.14a-3] under the Ex- 
change Act; (ii) proposed amendments to Regula- 
tion S-K [17 CFR 229.20] under the Securities Act 
and the Exchange Act; and (iii) a proposed addi- 
tion to Regulation S-X (17 CFR Part 210) which 
would establish uniform financial statement in- 
structions for certain forms and reports required to 
be filed pursuant to the Securities Act and the Ex- 
change Act and various amendments to Regula- 
tion S-X which would eliminate, to the extent pos- 
sible, the differences between the requirements of 
Regulation S-X and the requirements of Generally 
Accepted Accounting Principles. These proposals 
taken together constitute a major effort to achieve 
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an integrated disclosure system under the Securi- 
ties Act and the Exchange Act. Proposed Form 
S-15 relies to a great extent upon the amendments 
proposed in these three releases; accordingly, at- 
tention is directed to Securities Exchange Act Re- 
lease No. 6176, January 15, 1980, Securities Act 
Release No. 6178, January 15, 1980, and Securi- 
ties Act Release No. 6179, January 15, 1980, fora 
fuller understanding of proposed Form S-15 and 
its relationship with the Commission’s move to- 
ward integration and simplified disclosure re- 
quirements. 


Proposed Form S-15 provides for an abbreivated 
prospectus to be delivered to security holders to- 
gether with copies of the issuer’s latest annual re- 
port to security holders, certain portions of which 
would be incorporated by reference into the regis- 
tration statement. The form would be available for 
Securities Act registration of securities issued in 
certain business combination transactions where 
the acquiring company meets the conditions as to 
the use of Form S-7 (17 CFR 239.27).' This and 
the other conditions to the form’s availability, the 
requirements of the proposed form, and the re- 
lated rule amendments being proposed are dis- 
cussed in greater detail below under “Synopsis of 
the Proposals.” 


BACKGROUND 


On September 27, 1976 (Securities Act Release 
No. 5744, 41 FR 43876), the Commission pro- 
posed for comment Form S-14A, an optional short 
form for registration under the Securities Act of 
securities to be issued in certain reclassifications 
or business combinations. The Commission, 
mindful of the unwieldy (often 150 page) disclo- 
sure document involved in registration statements 
on Form S-14, had two goals in proposing Form 
S-14A: (1) simplifying the disclosure provided to 
investors and (2) reducing unnecessary burdens 
on issuers. The form was designed to be available 





'These conditions include a minimum earnings 
test and a requirement that the registrant has pro- 
vided continuous disclosure to investors pursuant 
to the reporting requirements of Sections 13, 14, 
@ and 15(d) of the Exchange Act. See Note 6, infra. 


Volume 19, No. 4, January 29, 1980 


where the issuer met the conditions for the use of 
Form S-7 and the securities were to be issued in a 
transaction of the type specified in Rule 145(a) (17 
CFR 230.145(a) ). The proposed form was based 
on the concept of “differential disclosure,” that is, 
that investors need not be directly furnished all 
material informatoin about an issuer before making 
an investment decision so long as other informa- 
tion is available to the markets and to investors in 
the form of annual, quarterly and periodic reports 
and proxy statements filed with the Commission. 
The concept would have been implemented by the 
use of a bifurcated prospectus. A short prospectus 
would have been required to be delivered to all 
security holders and would principally contain in- 
formation involving the transaction in which the 
securities registered were to be issued. The sec- 
ond part of the registration statement would be 
filed with the Commission and would contain more 
detailed information about the issuer and the 
transaction. The second part would be incorpo- 
rated by reference into the prospectus and deliv- 
ered to shareholders upon request. 


The public comments received on the 1976 pro- 
posal overwhelmingly supported the Commission's 
objectives. Several commentators furnished spe- 
cific reasons why the full scale disclosure of Form 
S-14 (17 CFR 239.23) frequently imposes a bur- 
den not outweighed by corresponding benefits to 
investors. Among the reasons mentioned were 
that: (1) individual investors may be better served 
by delivery of a readable and understandable dis- 
closure document; (2) security holders are pro- 
tected by state and federal law from over-reaching 
by the majority or by members of management or 
the Board of Directors; (3) the acquired company’s 
shareholders are the beneficiaries of an agree- 
ment which is the result of extended negotiations; 
(4) adequate public information about the issuer 
may already be available; and (5) the transaction 
many not require the vote of shareholders of the 
acquired company or there may be a relatively 
small number of such shareholders. 


The 1976 commentators did not believe, however, 
that the form as proposed would have achieved 
the goals of simplified disclosure and reduced 
costs because (1) the two part format would ac- 
tually increase printing and preparation costs to is- 
suers and (2) the uncertain potential liability for a 
short prospectus not itself containing all material 
information would discourage issuers from taking 
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advantage of the short form.? Accordingly, the 
Commission decided not to adopt the form as pro- 
posed, or the amendments to related rules, and 
announced instead its intention to develop a new 
short registration form for the same purpose. This 
determination was announced in Securities Act 
Release No. 5806 (February 16, 1977) [42 FR 
10855], which described the contemplated new 
form generally as one which would consist of a 
single abbreviated prospectus incorporating by 
reference substantial information already filed with 
the Commission pursuant to the reporting re- 
quirements of the Exchange Act and/or information 
contained in the issuer’s annual report to security 
holders. 


The proposed Form S-15 being published today 
reflects the Commission’s on-going reexamination 
and reformulation of the disclosure requirements 
under the Securities Act and the Exchange Act 
with a view to further integrating those require- 
ments. Specifically, the proposal would integrate 
the appliable disclosure provisions of these Acts in 
the registration of securities issued in certain types 
of business combination transactions. As was the 
case in Securities Act Release Nos. 5744 and 
5806,supra, the Commission’s intent in proposing 
Form S-15 is to provide a means for reducing re- 
gistrants’ costs in registering securities to be is- 
sued in business combinations and at the same 
time to provide to investors a simplified and more 
understandable disclosure document upon which 
to make decisions. The proposals published herein 
would accomplish these dual goals by restricting 
the use of the short form to those transactions in 
which the security holder's need for disclosure 
may be met by delivery of an abbreviated pros- 
pectus accompanied by the issuer’s annual report 
to security holders. For liability purposes, pertinent 
information such as financial statements would be 
incorporated by reference into the registration 
statement from the annual report to security hol- 
ders. 





2The commentators expressed concern that, 
where information summarized in or omitted from 
the short prospectus actually delivered but con- 
tained in the second part of the prospectus filed 
with the Commission is later found to be material, 
the issuer may be exposed to liability because the 
information was not contained in the distributed 
document. 
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These proposals also reflect in part the recom- 
mendation of the Advisory Committee on Corpo- 
rate Disclosure (the ‘Advisory Committee’’) that 
registration statements relating to the public offer- 
ing of securities in an exchange offer or Rule 
145(a) transaction should be shortened and 
simplified. The Advisory Committee concurred 
with the Commission’s objectives in proposing 
Form S-14A in 1976, stating that it saw no need 
for a detailed registration statement repeating in- 
formation already available about the companies 
involved in the transaction and of which the pro- 
fessional investor/analyst is already aware. Fur- 
ther, the Advisory Committee pointed out that 
where the disclosure document actually reaches 
the individual investor, and requests him to make 
an investment decision without the benefit of an 
intermediary adviser, it should not be of a type 
which would overwhelm and confuse him.* 


The Advisory Committee recommended that the 
Commission could achieve its objectives through 
further integration of the securities acts by incor- 
porating Exchange Act reports by reference into 
the statutory prospectus under the Securities Act. 
While the proposals published today take this ap- 
proach, they do not go as far as was recom- 
mended by the Advisory Committee. Form S-15 is 
an interim measure and would only be available 
for registration of securities issued in the limited 
types of transactions discussed below, not in all 
business combinations and exchange offers. 


lf adopted, proposed Form S-15 would be in the 
nature of an experiment. The Commission will 
carefully watch the use and effects of the form to 
determine whether it is consistent with the Com- 
mission’s responsibility to protect investors and 
safeguard the public interest in connection with the 





3Report of the Advisory Committee on Corporate 
Disclosure to the Securities and Exchange Com- 
mission (‘‘Report’’), House Committee on In- 
terstate and Foreign Commerce, 95th Cong., 1st 
Sess. (1977), Committee Print 95-29 at 440-450. 


4The Advisory Committee noted a study con- 
ducted by the Division of Corporation Finance in 
1976 which found that the average length of Form 
S-14 registration statements filed with the Com- 
mission was 110 pages, with some exceeding 200 
pages. 
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purchase and sale of securities. This will enable 
the Commission to consider the advisability of 
either expanding the types of transactions for 
which the form may be used or, if the protection of 
investors so requires, limiting the availability of the 
form. 


SYNOPSIS OF THE PROPOSALS 


The following brief synopsis is intended to assist 
interested parties in their understanding of the 
form and amendments proposed. Attention is di- 
rected to the text of the proposals for a more com- 
plete understanding. 


1. Availability of Form S-15. 


Proposed Form S-15 would be available only for 
registration of securities issued in transactions of 
the character specified in Rule 145(a)(2) and 
(a)(3) or in an exchange offer for securities of 
another person where the exchange offer will re- 
sult in acquisition of the other person by the is- 
suer. The transaction must also meet the five con- 
ditions set forth in General Instruction A. 


The first two conditions are designed to allow the 
form to be used only where relatively small com- 
panies are acquired by substantially larger com- 
panies. Under the first condition, the effect of the 
transaction must not be a change of more than 
10% between the items listed in General Instruc- 
tion A. 1(a) (gross sales and operating revenues, 
net income, etc.) for the issuer on a pro forma 
combined consolidated basis giving effect to the 
transaction in question. In addition, the total pur- 
chase price must not exceed 10% of the aggregate 





5The test for the effect of the transaction used in 
General Instruction A to proposed Form S-15 is 
similar in some respects to the tests set forth in 
Securities Act Release No. 4950 (February 20, 
1969) for determining whether relief should be 
granted from the requirement for 3 year certified 
financial statements of companies acquired or to 
be acquired. It should be noted, however, (1) that 
the standards are not identical, (2) that the test in 
General Instruction A to proposed Form S-15 is to 
be used only for purposes of determining the 
availability of such form, and (3) that for all pur- 
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market value of voting stock held by unaffiliated 
shareholders. 


The latter limitation, on the percentage of the 
nonaffiliate “float,” reflects the Commission's con- 
cern that an abbreviated prospectus may not be 
appropriate when a transaction does not result in 
greater than a 10% change for the issuer on a pro 
forma basis but nevertheless may be large in 
terms of publicly traded shares and thus have a 
significant impact on the market price of the is- 
suer’s stock. Such disparity may indicate that the 
issuer is not sufficiently followed by market profes- 
sionals to assure that previously filed material is 
reflected in the market price of the issuer’s stock 
or that the sheer volume of shares issued in the 
proposed business combination may affect the 
market price of the issuer’s securities. The Com- 
mission’s concern is similar to that which promoted 
the limitation on the availability of Form S-16 (17 
CFR 239.27) for primary offerings to offerings by 
issuers whose voting stock held by non-affiliates 
has an aggregate market value of at least $50 mil- 
lion. This limitation was imposed because the 
Commission believed that such a condition would 
provide some assurance that information about 
such companies would be widely disseminated in 
the market place and that securities analysts 
would follow such companies (See Securities Act 
Release No. 5923, April 11, 1978). These ex- 
pected consequences of the “float” requirement 
were seen as ways to help assure market reaction 
to material information about a company and 
thereby to reduce the need to provide that infor- 
mation directly to offerees at the time of the offer- 
ing. 


The Commission invites specific comment as to 
whether Form S-15 use should be prohibited 
where there is this disparity, and, if so, as to which 
condition would best achieve this end: (1) the pro- 
posed requirement, which is of an experimental 
nature, that would make the form unavailable if the 
total purchase price of the company being ac- 
quired exceeds 10% of the aggregate market 
value of the issuer’s voting stock held by unaf- 
filiated shareholders; (2) a flat requirement that the 
aggregate market value of the issuer’s voting stock 





poses rather than Form S-15 availability and dis- 
closure requirements the standards and positions 
expressed in Release No. 4950 remain un- 
changed. 
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held by non-affiliates be of a certain minimum 
amount; or (3) any other condition which com- 
mentators may suggest. In addition, commentators 
are specifically invited to suggest what additional 
items of disclosure not required to be presented in 
the prospectus pursuant to proposed Form S-15 
would be appropriate where such disparities exist. 


Under the second condition, the issuer must meet 
the requirements for the use of Form S-7® and 
must have furnished an annual report to its secu- 
rity holders pursuant to and meeting the require- 
ments of Rule 14a-3 [17 CFR 240.14a-3] or Rule 
14c-3 [17 CFR 240.14c-13] for its latest fiscal 
year. 


The other conditions which must be met in order 
for proposed Form S-15 to be available are de- 
signed generally to ensure that the abbreviated 
prospectus is only used in transactions and under 
conditions where security holders will not suffer as 
a result of streamlined disclosure. These addi- 
tional conditions are as follows. 


(1) The boards of directors of both companies 
involved in the transaction must have approved 
the transaction. 


(2) The prospectus must be delivered to security 
holders at least 20 days prior to the meeting 
date or, if there is to be no meeting, 20 days 
prior to effectuating the transaction. 


(3) Proposed Form S-15 would not be available 
if either the issuer or the company being ac- 
quired engaged in significant oil and gas opera- 
tions. The Commission believes it is appropriate 





®Generally, an issuer may use Form S-7 if it (a) 
has a class of securities registered under Section 
12 (15 U.S.C. 78") or is required to file reports 
pursuant to Section 15(d) (15 U.S.C. 78m) of the 
Exchange Act; (b) has been subject to the re- 
quirements of Section 12 or 15(d), and has filed all 
applicable reports, for 36 calendar months prior to 
the filing of the registration statement and has 
timely filed all required reports for the past twelve 
calendar months; (c) has not defaulted in pay- 
ments on preferred stock, indebtedness for bor- 
rowed money or long-term leases during the past 
36 months; and (d) has had consolidated net in- 
come of at least $250,000 for three of the last four 
fiscal years, including the most recent fiscal year. 
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to exclude transactions involving such com- 
panies at this time because of the staff's current 
study of oil and gas disclosure requirements.’ 


Commentators are specifically invited to comment 
on the above conditions to the use of Proposed 
Form S-15. Particular attention is directed to 
whether these conditions protect public security 
holders by providing adequate disclosure upon 
which to base informed investment and voting de- 
cisions without so restricting the proposed form’s 
use and that few issuers would be able to avail 
themselves of the benefits of its reduced costs. In 
this regard, the Commission invites specific com- 
ment as to which of the following would be the 
preferable alternative for registration where all of 
the conditions to the use of the proposed form are 
met except that the transaction has a greater than 
10% effect on the issuer on a pro forma combined 
basis (General Instruction A 1.): (1) registration on 
Form S-14 or (2) registration on Form S-15 as 
proposed but with an additional requirement for 
presentation of pro forma summary information 
(Item 1(c) ) and financial statements with respect 
to the transaction. 


Because a Form S-15 prospectus would consist 
largely of information concerning the business 
combination itself and would contain only limited 
information concerning the issuer and other par- 
ties to the transaction, the Commission believes 
that such a prospectus would not be appropriate 
for use in connection with offers or sales of the 
registered securities to persons who are not secu- 
rity holders of a party to the transaction. Accord- 
ingly, proposed Form S-15 includes an instruction 
prohibiting use of the form for reoffers or resales 
by any affiliate of the issuer or any other persons 
who may be deemed to be underwriters of the se- 
curities. Instead, reoffers or resales of securities 
by such persons would have to be made pursuant 
to a registration statement under the Securities Act 
or pursuant to an appropriate exemption from the 
registration requirements of the Securities Act, 
such as Regulation A (17 CFR 230.251 to 262) or 
Rule 145(d) (17 CFR 230.145(d) ). Because the 





7Form S-18 (17 CFR 239.28) and Proposed Rule 
242 (17 CFR 230.242) similarly exclude com- 
panies engaged in significant oil and gas opera- 
tions from use of the proposed rule. See Securi- 
ties Act Release No. 6121, September 11, 1979 
[44 FR 54258]. 


Volume 19, No. 4, January 29, 1980 





issuer of the securities being registered must meet 
the requirements for the use of Form S-7 in order 
to use Proposed Form S-15, Form S-16 (17 CFR 
239.27) would be available for secondary distribu- 
tions of securities issued pursuant to the business 
combination transaction. Form S-16 imposes only 
abbreviated prospectus disclosure requirements 
and relies upon incorporation by reference of the 
issuer's Exchange Act filings. It is contemplated 
that, since the boards of directors of both com- 
panies will have approved the proposed transac- 
tion, arrangements can be made during negotia- 
tion for future Form S-16 registration for reoffers 
and resales by affiliates. 


Proposed Form S-14A (Securities Act Release 
No. 5744, supra) contained a similar prohibition on 
use for reoffers and resales, and the Commission 
continues to believe such a restriction appropriate, 
especially in light of the experimental nature of 
proposed Form S-15. Comments are specifically 
invited, however, on the necessity for and any 
undue burdens imposed by this prohibition. 


Proposed Form S-15 would not be available to 
registered investment companies. The Commis- 
sion believes that the special circumstances of 
those companies warrant specific consideration as 
to their use of the proposed form. Comments are 
specifically invited as to whether proposed Form 
S-15 should be available to investment companies 
and, if so, how the conditions for their use of the 
form should be stated and what, if any, modifica- 
tions would be appropriate in the items of pro- 
posed Form S-15. 


ll. Relationship with Proxy or Information 
Rules. 


The proposed Form S-15 prospectus may serve 
as the proxy or information statement used in con- 
nection with the transaction and would be deemed 
to meet the informational and filing requirements 
of the proxy or information rules under Section 14 
of the Exchange Act, and Regulations 14A and 
14C (17 CFR 240.14a--1 to 14a--101 and 
240.14c-1 to 14c-101) thereunder, where appli- 
cable to the transaction. All other provisions of 


@ those regulations still apply. 
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lll. Information Required in the Prospectus. 


Proposed Form S-15 is designed to provide for a 
shorter, simpler prospectus which will be more 
comprehensible to ordinary investors. Registrants 
are urged to present information in the prospectus 
as clearly and concisely as possible. 


The proposed Form S-15 prospectus may be 
streamlined primarily because the issuer’s latest 
annual report to security holders would be required 
to be delivered along with the prospectus. Disclo- 
sure regarding the issuer’s business description, 
financial statements, industry segments, market 
price of securities and dividend policy, selected fi- 
nancial data, and management's discussion and 
analysis would be incorporated by reference from 
the annual report rather than presented in the 
prospectus itself. In addition, if the acquired com- 
pany is also a reporting company with a class of 
securities registered pursuant to Section 12 of the 
Exchange Act, its latest annual report to security 
holders also would be required to be delivered with 
the prospectus and the same items of disclosure 
would be incorporated by reference into the pros- 
pectus from that report. 


The prospectus itself would be required to present 
only: a summary of the transaction placed in the 
front of the prospectus (Item 1); information re- 
garding the terms of the transaction (Item 2); fi- 
nancial and other information concerning the ac- 
quired company if it is not a reporting company 
with a class of securities registered pursuant to 
Section 12 of the Exchange Act (Item 3); voting 
information and information on dissenters’ rights, 
beneficial ownership of the issuer’s securities, and 
the identity of both companies’ executive officers 
and directors (Item 4); a description of the inter- 
ests of any affiliates in the transaction (Item 5); 
and additional information as to subsequent mate- 
rial changes, and changes in control and availabil- 
ity of reports and other information similar to that 
required by Item 8 of Form S-16 (17 CFR 239.27) 
Items 6 and 7). 


The disclosure called for by Item 4(c)(2) of the 
proposed form with respect to beneficial ownership 
is that required by Item 6(a) and 6(b) of Regulation 
S-K. The Commission invites specific comment on 
whether the beneficial ownership disclosure re- 
quired in Proposed Form S-15 should be limited to 
voting power alone instead of both voting and in- 
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vestment power as required by Item 6 of Regula- 
tion S-K. 


The Commission recognizes that material changes 
or events, such as significant acquisitions, may 
have occurred subsequent to the close of the 
latest fiscal year reflected in the issuer's latest an- 
nual report to security holders. In such cases, the 
annual report required to be delivered with the 
prospectus may no longer adequately describe the 
business and financial status of the issuer. Ac- 
cordingly, the Commission invites specific com- 
ment on which of the following alternatives would 
be preferable in such event: (1) require the issuer 
to use Form S-14; (2) require disclosure of the 
subsequent changes in the prospectus (proposed 
Item 6(a)) and delivery of the annual report with 
the prospectus; (3) provide issuers with the option 
of either (a) delivering the annual report and dis- 
closing the subsequent material changes or (b) 
delivering only a prospectus, which would contain 
the same type of disclosure with respect to the is- 
suer as is required by Rule 14a-3(b); or (4) pro- 
vide any other means to address this matter. 


Proposed Form S-15 would allow material being 
incorporated by reference to be dealt with in the 
prospectus only be means of the statement re- 
quired by Item 8 to the effect that the prospectus is 
accompanied by the annual report(s) to security 
holders and that certain information therefrom is 
incorporated by reference into the registration 
statement. As proposed, the detailed description 
of which pages and/or portions of the annual re- 
port(s) are incorporated by reference would be 
contained in Part Il (Item 10) of ihe registration 
statement. While the Commission believes that 
this will help keep the prospectus a simple, reada- 
ble document, specific comment is invited, how- 
ever, on whether this detailed description of mate- 
rial incorporated by reference should be presented 
in the prospectus itself rather than in Part Il. 


IV. Information Not Required in the Prospectus. 


Part Il of proposed Form S-15 would be similar to 
the second part of other registration statement 
forms adopted for Securities Act registration of se- 
curities. It would be a part of the registration 
statement filed with the Commission but not deliv- 
ered to security holders. In addition to the state- 
ment incorporating by reference required portions 
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of the annual report(s) to security holders (Item 
10(a)), as well as that incorporating portions of 
quarterly reports delivered with the prospectus 
(Item 10(b)), Part Il also would require that the is- 
suer’s latest 10-K and other recent filings filed 
with the Commission, as well as those of the ac- 
quired company if the latter is subject to Exchange 
Act reporting requirements, be incorporated by 
reference (Item 10(c)). Part Il also would require 
an undertaking by the issuer to deliver with each 
prospectus a copy of its latest annual report to se- 
curity holders, a copy of the acquired company’s 
annual report if material contained therein has 
been incorporated by reference and copies of the 
latest of any later quarterly reports on Form 10-Q 
distributed by the issuer or by the acquired com- 
pany to security holders for periods subsequent to 
the end of the last fiscal year. Forms 10-K would 
only be required to be delivered upon the written 
request of the security holder. The remaining re- 
quirements of Part Il would be a statement as to 
the interests of experts named in the registration 
statement (Item 11) and the listing and furnishing 
of certain exhibits (Item 12). 


Proposed Form S-15 does not require that the is- 
suer’s latest proxy statement must be delivered 
along with the annual report to security holders 
and the prospectus. The proxy statement would 
contain disclosure concerning directors and 
executive officers (Item 3 of Regulation S-k), 
management remuneration (Item 4 of Regulation 
S-K), and security ownership of certain beneficial 
owners and management (Item 6 of Regulation 
S-K) that is not required to be included in the an- 
nual report to security holders. Item 4 of proposed 
Form S-15 would call for the same disclosure as 
to directors and executive officers and security 
ownership which would be contained in the proxy 
statement. Since disclosure as to management 
remuneration would not be delivered to security 
holders, however, the Commission invites specific 
comment on whether the issuer’s latest proxy 
statement should be delivered with the prospectus. 


The rationale for requiring Form(s) 10-K and 10-Q 
to be incorporated by reference into the registra- 
tion statement is similar to that for the corre- 
sponding requirement in Form S-16 (17 CFR 
239.27). Where companies are subject to and 
comply with the continuous reporting requirements 
of Section 13 of the Exchange Act, and the mar- 
ket’s awareness of the information contained in 
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such Exchange Act filings serves as a basis for 
abbreviated disclosure requirements in a Securi- 
ties Act registration statement, then Securities Act 
liability should attach to those Exchange Act fil- 
ings. 


Proposed Form S-15 assumes that the Commis- 
sion’s presently outstanding proposal to incorpo- 
rate uniform exhibit requirements into Item 8 of 
Regulation S-K will be adopted.® If for any reason 
this is not the case, or such adoption has not oc- 
curred at the time Form S-15 is considered for 
adoption, changes would be made in Item 12 of 
Form S-15 which would set forth exhibit require- 
ments which are substantially the same as those 
contained in proposed Item 8 of Regulation S-K. 
These requirements are outlined in the following 
paragraph. 


If proposed Item 8 of Regulation S-K relating to 
exhibit requirements has been adopted at such 
time as the Commission decides to adopt pro- 
posed Form S-15, then new Item 8 of Regulation 
S-K would be amended by adding a new column 
to Table | thereof indicating that the following 
exhibits would be required for filings on Form 
S-15: underwriting agreement; plan of acquisition, 
reorganization arrangement, liquidation or succes- 
sion; instruments defining the rights of security 
holders; opinion re legality; opinion re tax matters; 
and material contracts. 


V. Proposed Related Amendments. 


A. Rules on Incorporation by Reference. 


Proposed Form S-15 requires incorporation by 
reference into the registration statement of certain 
information contained in the annual report to secu- 
rity holders. That report, prepared pursuant to 
Regulation 14A or 14C. particularly Rules 14a-3 or 
14c-3 thereof, is furnished to the Commission for 
its information but is not deemed ‘“‘filed” with the 
Commission.? The Commission is proposing 
amendments to Rule 24 of its Rules of Practice (17 





8See Securities Act Release No. 6149 (November 
16, 1979). 


8Rule 14a-3(c) (17 CFR 240.14a-3(c)) provides 
that: 
“Seven copies of the report sent to security 
holders pursuant to this rule shall be mailed to 
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CFR 201.24) and to Rule 411 (17 CFR 230.411) 
which would make clear that information contained 
in such reports, though the reports are not deemed 
filed with the Commission, nevertheless may be 
incorporated by reference into a registration 
statement filed pursuant to the Securities Act. 


B. Rules 14a-3, 14a-6, 14c-2, 14c-5. 


Exchange Act Rule 14a--3(a) (17 CFR 
240.14a-3(a)) provides that no solicitation subject 
to the proxy rules shall be made unless each per- 
son solicited is concurrently furnished or has pre- 
viously been furnished a written proxy statement 
containing the information specified in Schedule 
14A (17 CFR 240.14a-101) under that Act. The 
Commission proposes to amend Rule 14a-3 to 
provide that material filed in a Form S-15 registra- 
tion statement under the Securities Act containing 
the information required by that form would satisfy 
the requirements of the rule. 


The Commission proposes to amend Exchange 
Act Rule 14a-6(j) (17 CFR 240.14a-6(j)) to pro- 
vide that material filed in an S-15 registration 
statement under the Securities Act would satisfy 
the filing requirements of the proxy rules under the 
Exchange Act. This amendment would enable 
registrants to avoid filing copies of the registration 
statement as a proxy statement under the Ex- 
change Act and paying a proxy filing fee. 


Rule 14a-12 under the Exchange Act (17 CFR 
240.14a-12) provides that solicitations in opposi- 
tion to prior solicitations may be made before fur- 
nishing security holders a written proxy statement 
containing the information specified in Schedule 
14A if certain conditions are met, including that no 
form of proxy be furnished to security holders prior 
to the time the written proxy statement required by 
Rule 14a-3(a) is furnished. Where a proxy state- 





the Commission, solely for its information .... 
The report is not deemed ... to be “‘filed;; with 
the Commission or subject to this regulation 
otherwise than as provided in this rule, or to the 
liabilities of section 18 of the Act, except to the 
extent that the issuer specifically requests that it 
be treated as a part of the proxy soliciting mate- 
rial or incorporates it in the proxy statement by 
reference.” 

Rule 14c-3(b) (17 CFR 240.14c-3(b)) contains a 

similar provision. 
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ment then meeting the requirements of Schedule 
14A has already been furnished to security hold- 
ers, however, this latter condition is inapplicable. 


Since the proposed amendment to Rule 14a-3(a) 
would provide that a proxy statement included in a 
registration statement filed under the Securities 
Act on Form S-15 could contain the information 
specified in that form in lieu of the information 
specified in Schedule 14A, the Commission pro- 
poses to amend Exchange Act Rule 14a-12(a) to 
refer to Rule 14a-3(a) and to delete the reference 
to Schedule 14A. 


Rule 14c-2(a) under the Exchange Act (17 CFR 
240.14c-2(a)) requires an issuer subject to the 
information rules to transmit to its security holders 
a written information statement containing the in- 
formation specified in Schedule 14C. To provide 
similar treatment for proxy material and informa- 
tion statements, the Commission proposes to 
amend Rule 14c-2 to provide that material filed in 
a Form S-15 registration statement would satisfy 
the requirements of the rule. 
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In order to provide similar treatment for proxy ma- 
terial and information statements, the Commission 
proposes to amend Exchange Act Rule 14c-5(e) 
(17 CFR 240.14c-5(e)), to provide that material 
filed in a Form S-15 registration statement under 
the Securities Act would satisfy the filing require- 
ments of Regulation 14C under the Exchange Act. 
In such instances, no information statement filing 
fee would be required. 


TEXT OF PROPOSALS 


It is proposed to amend 17 CFR Chapter II as fol- 
lows: PART 239—-FORMS PRESCRIBED UNDER 
THE SECURITIES ACT OF 1933 1. By adding 
§239.29 to read as follows: 


§239.29 Form S-15, optional form for registration 
of securities to be offered in certain busi- 
ness combination transactions. 
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SECURITIES AND EXCHANGE COMMISSION 
FORM S-15 
REGISTRATION STATEMENT 
UNDER 
THE SECURITIES ACT OF 1933 





(Exact name of issuer as specified in its charter) 





(State or other jurisdic- (Standard in- (I.R.S. Employer 
tion of incorporation or dustrial clas- Identification No.) 
organization) sification code 

number ) 





(Address of principal executive offices, including Zip Code) 





(Address of principal place of business) 


Issuer's telephone number, including area code 








(Name and address of agent for service) 


Approximate date of commencement of the proposed sale of the 
securities to the public 3 





Calculation of Registration Fee 


Proposed Proposed 
Title of Maximum Maximum 
securities Amount offering aggregate Amount of 
to be to be price per offering Registration 


registered registered unit price... Fee 
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FORM S-15 
GENERAL INSTRUCTIONS 


A. Rule as to Use of Form S-15. 


In addition to Form S-1 (§239.11) or Form S-14 
(§239.23), Form S-15 may be used for registration 
under the Securities Act of 1933 of securities to be 
issued either (a) in a transaction of the type speci- 
fied in Rule 145(a)(2) and (3); or (b) in an ex- 
change offer for securities of another person if the 
voting securities sought to be acquired together 
with any securities owned by the issuer at the time 
of the filing of the registration statement will 
aggregate at least 80% of the outstanding voting 
power of each class of outstanding securities of 
the other person; if each of the following condi- 
tions is met: 


1. (a) The change in each of the following items 
for the issuer on an historical basis compared to 
those for the issuer on a pro forma consolidated 
basis giving effect to the transaction does not 
exceed 10 percent for the latest fiscal year (with 
respect to items (i) and (ii)) and as of the end of 
the latest fiscal year (with respect to items (iii) 
and iv)): 


(i) gross sales and operating revenues; 
(ii) net income; 
(ili) total assets; and 


(iv) total shareholder’s equity. 


(b) The total purchase price (market value of the 
securities being registered as of the date of filing 
the registration statement plus any additional 
cash consideration being offered) does not ex- 
ceed 10% of the aggregate market value of the 
issuer's voting stock held by non-affiliates. The 
latter value shall be computed as of a date 
which is not more than 30 days prior to the date 
of filing the registration statement. 


2. At the time of filing the registration statement, 
the issuer meets the rquirements for the use of 
Form S-7 (§239.26), and has furnished an an- 
nual report to security holders pursuant to Rule 
14a-3 (§240.14a-3) or Rule 14c-3 (§240.14c-3) 
for its latest fiscal year. 
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3. The transaction has been approved by the 
board of directors of the issuer and of the com- 
pany being acquired. 


4. The prospectus is delivered to the security 
holders whose vote, consent, or authorization is 
solicited at least 20 days prior to the date on 
which the meeting of such security holders is 
held or, if no such meeting is held, that date of 
such vote, consent, or authorization. 


5. Neither the issuer nor the company being ac- 
quired engages in oil and gas related operations 
which exceed the criteria for exemption speci- 
fied in §210.3-18(k) of Regulation S-X. 


6. Neither the issuer nor the acquired company 
is a registered investment company. 


B. Application of General Rules and Regulations. 


Attention is directed to the General Rules and 
Regulations under the Act, particularly those com- 
prising Regulation C [17 CFR 230.400 to 
230.494]. That regulation contains general re- 
quirements regarding the preparation and filing of 
the registration statement. Rules 405, 411, 412, 
and 439 should be especially noted. 


C. Documents Comprising Registration State- 
ment. 


The registration statement shall consist of the 
facing sheet of the form, a prospectus containing 
the information called for by Part |, the information 
and undertaking called for by Part Il, signatures, 
consents of experts, exhibits and any other infor- 
mation or documents filed as a part of the registra- 
tion statement. 


D. Compliance with Proxy or Information Rules. 


(a) lf a corporation or other person submits to its 
security holders entitled to vote or consent a pro- 
posal to approve the transaction in which the secu- 
rities being registered are to be issued, and such 
person’s submission to its security holders is sub- 
ject to Regulation 14A (§§240.14a-1 to 14a-101 of 
this chapter) or 14C (§§240.14c-1 to 14c-101) 
under the Securities Exchange Act of 1934, then 
the provisions of such regulations shall apply in all 
respects to such person’s submission, except that 
(1) the prospectus may be in the form of a proxy or 
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information statement and shall contain the infor- 
mation required by this form in lieu of that required 
by Schedule 14A (§240.14a-101 of this chapter) 
or 14C (§240.14c-101) of Regulation 14A or 14C 
under the Securities Exchange Act of 1934; and 
(2) copies of the preliminary and definitive proxy or 
information statement, form of proxy or other ma- 
terial filed as a part of the registration statement 
shall be deemed filed pursuant to the requirements 
of such regulations. All other soliciting material 
shall be filed in accordance with such regulations. 


(b) If the proxy or information material sent to such 
security holders is not subject to Regulation 14A or 
14C, all such material shall be filed as a part of the 
registration statement at the time the statement is 
filed or as an amendment thereto prior to the use 
of such material. 


E. Unavailability of the prospectus for reoffers or 
resales. 


The Form S-15 prospectus will not be available for 
reoffers or resales of securities acquired pursuant 
to this registration statement by affiliates of the is- 
suer or any other persons who may be deemed 
underwriters of such securities. 


F. Notice of intention to file the registration state- 
ment. 


The issuer is requested to advise the Branch Chief 
in the Division of Corporation Finance who reg- 
ularly reviews issuer's filings, by letter, of the in- 
tention to file a registration statement on Form 
S-15 as soon as possible prior to the actual filing 
thereof, and to indicate a contemplated filing date 
for such registration statement. Such pre-filing 
notice, which is intended to assist the Commission 
staff in its processing of registration statements, is 
optional on the part of the issuer and is not a con- 
dition to the use of Form S-15. 


PART |. INFORMATION 
REQUIRED IN THE PROSPECTUS 


Item 1. Summary. 

Immediately following the cover page of the pros- 
pectus, set forth a summary containing the follow- 
ing: 
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(a) a brief description of the general nature of the 
business conducted by the issuer and by the ac- 
quired company; 


(b) a brief description of the transaction pursuant 
to which the securities being registered are to be 
offered; and 


(c) in comparative columnar form, comparative per 
share data adjusted to be presented on an equiv- 
alent share basis of the issuer and the acquired 
company, for the following items: (i) book value 
per share as of the date of the most recent bal- 
ance sheet presented in response to Item 3 or in- 
corporated by reference in response to Item 10; (ii) 
cash dividends declared per share during the last 
full fiscal year for which financial statements are 
presented in response to Item 3 or incorporated by 
reference in response to Item 10; (iii) net earnings 
per share; and (iv) market vaiue of securities as of 
the day preceding public announcement of the 
proposed transaction, or, in none, as of the day 
preceding the day the agreement with respect to 
the transaction was entered into. 


Item 2. Terms of the Transaction. 


(a) Give the name of the issuer of the securities to 
be registered, its complete mailing address, in- 
cluding the zip code, and the telephone number, 
including the area code, of its principal executive 
offices. 


(b) Give the name of the acquired comapny, its 
complete mailing address, including the zip code, 
and the telephone number, including the area 
code of its principal executive offices. 


(c) Outline briefly the material features of the pro- 
posed transaction, including a description of the 
securities to be issued pursuant thereto. State the 
acquired company’s reasons for engaging in the 
transaction, the federal income tax consequences 
thereof to the security holders of the acquired 
company, and the significant differences between 
the rights of those security holders and the rights 
of holders of the securities being offered. 


(d) Briefly describe any restrictions on the issuer's 
present or future ability to pay dividends with re- 
spect to any class of securities. Disclose whether 
any dividends are in arrears or whether any de- 
faults exist with respect to payment of principal or 
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interest on any securities of the issuer or of the 
company being acquired and disclose the effect of 
the transaction pursuant to which the securities 
registered are to be offered on such arrears or 
defaults. 


(e) Include a brief description by the company to 
be acquired or whose shares are subject to the 
exchange offer of any matter, not otherwise dis- 
closed pursuant to another item of this form, which 
is material to the fairness of the transaction to un- 
affiliated security holders of the acquired com- 
pany. 


Item 3. Description of the Acquired Company. 


(a) If the company being acquired has a class of 
securities registered pursuant to Section 12 of the 
Securities Exchange Act of 1934 and has fur- 
nished an annual report to security holders pur- 
suant to Rule 14a-3 (§240.14a-3) or Rule 14c-3 
(§240.14c-3) for its latest fiscal year, then portions 
of such annual report to security holders shall be 
incorporated by reference and shall be delivered in 
accordance with the provisions of Items 9 and 10 
of this form. 


(b) If the company being acquired either does not 
have a class of securities registered pursuant to 
Section 12 of the Securities Exchange Act of 1934 
or has not furnished an annual report to security 
holders pursuant to Rule 14a-3 (§240.14a-3) or 
Rule 14c-3 (§240.14c-3) for its latest fiscal year 
then the following shall be set forth with respect to 
the acquired company: 


(i) a brief description of the acquired company’s 
business which indicates its general nature and 
scope; 


(ii) market prices of securities and statement of 
dividend policy as required by Item 9 of Regula- 
tion S-K; 


(iii) selected financial data as required by Item 
10 of Regulation S-K 


(iv) management's discussion and analysis as re- 
quired by Item 11 of Regulation S-K; 


(v) financial statements as would have been re- 
quired to be included in an annual report furnished 
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to security holders pursuant to Rule 14a-3 
(§240.14a-3) or Rule 14c-3 (§240.14c-3) had the 
company being acquired been required to prepare 
such a report; provided, however, the balance 
sheet for the year preceding the latest full fiscal 
year and the income statements for the two years 
preceding the latest full fiscal year need not be 
audited if they have not previously ben audited; 
and 


(vi) such quarterly financial information as would 
have been required had the acquired company 
been required to file reports on Form 10-Q 
(§249.308a) for the most recent quarter for which 
such a report would have been on file at the time 
the registration statement becomes effective. 


Item 4. Voting Information. 


(a) If proxies, consents, or authorizations are to be 
solicited, include, where applicable, the informa- 
tion called for by the following items of Schedule 
14A (§240.14a-101 of this chapter) of Regulation 
14A under the Securities Exchange Act of 1934: 


Item 1. Revocability of proxy; 
Item 3. Persons making the solicitation; 


Item 5. Voting securities and principal holders 
thereof; 


Item 22. Vote required for approval. 


(b) If proxies, consents, or authorizations are not 
to be solicited, include, where applicable, the in- 
formation called for by Items 5 and 22 of Schedule 
14A and the following items of Schedule 14C 
(§240.14c-101 of this chapter) of Regulation 14C 
under the Securities Exchange Act of 1934: 


Item 2. Statement that proxies are not solicited; 


Item 3. Date, time and place of meeting. 


(c) In addition to the information called for by 
paragraphs (a) and (b) above, in all cases include 
the following: 


(i) Dissenters’ Rights of Appraisal. Outline 
briefly appraisal or other similar rights of dis- 
senters with respect to the proposed transaction 
and indicate any statutory procedure required to 
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be followed by dissenting security holders in 
order to perfect such rights. Where such rights 
may be exercised only within a limited time after 
the date of adoption of a proposal, the filing of a 
charter amendment or other similar act, state 
whether the person solicited will be notified of 
such date. 


Instruction. Indicate whether or not a security 
holder's failure to vote against a proposal will 
constitute a waiver of his appraisal or other 
similar rights and whether or not a vote against a 
proposal will be deemed to satisfy any notice re- 
quirements under State law with respect to ap- 
praisal rights. If the State law is unclear, state 
what position will be taken in regard to these 
matters. 


(ii) Beneficial Ownership. Provide the informa- 
tion required by Items 6(a) and 6(b) of Regula- 
tion S-K (§229.20) with respect to both the is- 
suer of the securities being registered and the 
company being acquired. No response to this 
paragraph (c)(2) is necessary to the extent that 
this information is already provided pursuant to 
paragraph (a) of this item. 


(iii) Executive Officers and Directors. With re- 
spect to the issuer, provide the information re- 
quired by Item 3 of Regulation S-K. With respect 
to the company being acquired, identify each of 
the executive officers and directors and indicate 
the principal occupation or employment of each 
such person and the name and principal busi- 
ness of any organization by which such person 
is so employed. 


Item 5. Interest of Certain Persons in the Transac- 
tion. 


Describe briefly any material interest, direct or in- 
direct, by security holdings or otherwise, of af- 
filiates of the issuer and of the company being ac- 
quired, in the proposed transaction. 


Instruction. 


This item shall not apply to any interest arising 
from the ownership of securities of the issuer 
where the security holder receives no extra or 
special benefit not shared on a pro rata basis by 
all other holders of the same class. 
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Item 6. Additional Information with Respect to the 
Issuer. 


(a) Describe any and all material changes in the 
issuer’s affairs which have occurred since the end 
of the latest fiscal year for which certified financial 
statements were included in the annual report to 
security holders and which have not been de- 
scribed in the issuer’s most recent report on Form 
10-Q (§249. 308a). Financial information may be 
required in the prospectus if the financial state- 
ments in the annual report to security holders do 
not reflect the results of a significant business 
combination accounted for as a pooling of inter- 
ests or a change in accounting principles where 
such change requires a substantial retroactive re- 
statement of financial statements. 


(b) State that reports, proxy statements and other 
information filed by the issuer can be inspected 
and copied at the public reference facilities main- 
tained by the Commission in Washington, D.C., 
and at certain of its Regional Offices, and state the 
current address of each such facility, and that 
copies of such material can be obtained from the 
Public Reference Section of the Commission, 
Washington, D.C. 20549 at prescribed rates. 


(c) Name any national securities exchange on 
which the issuer’s securities are listed, and state 
that reports, proxy statements and other informa- 
tion concerning the registrant can be inspected at 
such exchanges. 


(d) Include an undertaking to provide without 
charge to each person to whom a prospectus is 
delivered, on the written request of such person, a 
copy of the issuer's Form 10-K(s) (§249.310) in- 
formation from which is incorporated by reference 
in response to any item and indicate the name and 
address of the person to whom such a written re- 
quest is to be directed. 


Item 7. Additional Information With Respect to the 
Acquired Company. 


(a) Describe any and all changes in the acquired 
company’s affairs which have occurred since the 
end of the latest fiscal year for which certified fi- 
nancial statements have been included either: 


(i) in the acquired company’s annual report to 
shareholders incorporated by reference and de- 
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livered pursuant to Items 9 and 10 of this form; 
or 


(ii) in the prospectus as a result of the provisions 
of paragraph (b)(v) of Item 3 of this form. 


Financial information may be required in the pros- 
pectus if such financial statements do not reflect 
the results of a significant business combination 
accounted for as a pooling of interests or a change 
in accounting principles where such change re- 
quires a substantial retroactive restatement of fi- 
nancial statements. 


(b) Describe any changes in control of the ac- 
quired company which have occurred within 
thirty-six months prior to the filing date of the reg- 
istration statement. 


(c) If the acquired company has a class of securi- 
ties registered under Section 12 of the Securities 
Exchange Act of 1934 or is required to file reports 
under Section 15(d) of that Act: 


(i) state that reports and other information filed 
by the acquired company can be inspected and 
copied at the public reference facilities main- 
tained by the Commission in Washington, D.C., 
and at certain of its Regional Offices, and state 
the current address of each such facility, and 
that copies of such material can be obtained 
from the Public Reference Section of the Com- 
mission, Washington, D.C. 20549 at prescribed 
rates; 


(ii) name any national securities exchange on 
which the acquired company’s securities are 
listed and state that reports, proxy statements 
and other information concerning the acquired 
company can be inspected at such exchange; 
and 


(iii) include an undertaking to provide without 
charge to each person to whom a prospectus is 
delivered, on a written request of such person, a 
copy of the acquired company’s Form 10-K(s) 
(§249.310) information from which is incorpo- 
rated by reference in response to any item and 
indicate the name and address of the person to 
whom such a written request is to be directed. 
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Item 8. Information Delivered and Incorporation 
by Reference 


(a) A statement shall be made indicating that the 
prospectus is accompanied by the following 
documents: 


(i) the issuer’s annual report to security holders 
for its latest fiscal year and latest Form 10-Q, if 
any, filed with the Commission after the latest 
fiscal year; and 


(ii) if the acquired company has a class of secu- 
rities registered pursuant to Section 12 of the 
Securities Exchange Act of 1934 and has fur- 
nished an annual report to security holders pur- 
suant to and meeting the requirements of Rule 
14a-3 (§240.14a--3) or Rule 14c-3 
(§240.14c-3) for its latest fiscal year, such an- 
nual report and the latest Form 10-Q filed by the 
acquired company with the Commission after 
the latest fiscal year. 


(b) A statement shall be made that certain infor- 
mation has been incorporated by reference, in- 
cluding but not limited to specified portions of the 
documents which accompany the prospectus. The 
issuer may also state, if it so chooses, that specif- 
ically described portions of documents which are 
not incorporated by reference are not a part of the 
registration statement. The description of portions 
which are incorporated by reference or which are 
excluded shall be made with clarity and in reason- 
able detail. 


PART Il. INFORMATION NOT REQUIRED IN 
PROSPECTUS; UNDERTAKINGS 


Item 9. Undertaking to Transmit Certain Material. 


(a) The registration statement shall contain an un- 
dertaking, dated as of a date which is not more 
than twenty days prior to the effective date of the 
registration statement, substantially as follows: 


“The undersigned issuer hereby undertakes to 
deliver or cause to be delivered with the pros- 
pectus to each person to whom the prospectus 
is sent or given by the issuer or by the acquired 
company: 


(i) the issuer’s annual report to security holders 
for its latest fiscal year; 
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(ii) the acquired company’s annual report to se- 
curity holders furnished pursuant to and meeting 
the requirements of Rule 14a-3 or Rule 14c-3 
for its latest fiscal year; 


(iii) the issuer's latest Form 10-Q and 


(iv) the acquired company’s latest Form 10-Q.” 


However, if the issuer is not required to indicate in 
the prospectus in response to Item 8(a)(ii) of this 
form that the acquired company’s annual report to 
security holders and latest Form 10-Q will accom- 
pany the prospectus, then paragraphs (ii) and (iv) 
of this undertaking may be omitted. 


(b) All Form 10-Q(s) which accompany the pros- 
pectus and which are referred to in the issuer’s 
undertaking made in accordance with paragraph 
(a) of this item shall be filed with the Commission 
on or before the earlier of the date of such under- 
taking or two business days prior to the effective 
date of the registration statement. 


Item 10. Incorporation of Certain Information by 


Reference. 


(a) There shall be specifically incorporated by ref- 
erence into the registration statement, by means of 
a statement to that effect in Part II filed with the 
Commission, the following information contained 
in the issuer’s and acquired company’s annual re- 
port(s) to security holders delivered with the pros- 
pectus pursuant to Item 9; 


(1) description of business; 


(2) certified financial statements furnished in 
acordance with the provisions of Rule 14a-3(b); 


(3) information relating to industry segments, 
classes of similar products or services, foreign 
and domestic operations and export sales fur- 
nished in accordance with the provisions and 
export sales furnished in acordance with the 
provisions of paragraphs (b), (c)(1)(i) and (d) of 
Item 1 of Regulation S-K (§229.20); 


(4) market price of the issuer’s securities and 
statement of dividend policy furnished in ac- 
cordance with Item 9 of Regulation S-K; 
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(5) selected financial data furnished in accord- 
ance with Item 10 of Regulation S-K; and 


(6) management's discussion and analysis fur- 
nished in accordance with Item 11 of Regulation 
S-K. 


(b) There shall be specifically incorporated by ref- 
erence into the registration statement, by means of 
a statement to that effect in Part II filed with the 
Commission, the issuer’s and acquired company’s 
Form 10-Q(s) delivered with the prospectus pur- 
suant to Item 9. 


(c) The following documents shall be specifically 
incorporated by reference into the registration 
statement, by means of a statement to that effect 
in Part Il filed with the Commission: 


(i) the issuer's Form 10-K for its latest fiscal 
year; 


(ii) the acquired company’s Form 10-K, if any, 
for its latest fiscal year; and 


(iii) any reports filed pursuant to Section 13(a) or 
15(d) of the Securities Exchange Act of 1934 by 
the issuer or by the acquired company, other 
than Form 10-Q(s) incorporated under para- 
graph (b) of this item, on or after the end of the 
issuer’s latest fiscal year and prior to the date 
the vote or consent solicited pursuant to the 
registration statement is final under applicable 
state law or, if no such vote or consent is so- 
licited, the date the transaction described in the 
registration statement is fully consummated. 


Item 11. Interest of Experts Named in Registration 
Statement. 


If any expert named in the registration statement 
as having prepared or certified any part thereof 
was employed for such a purpose on a contingent 
basis or, at the time of such preparation or certifi- 
cation or at any time thereafter, had a substantial 
interest in the issuer or any of its parents or sub- 
sidiaries or was connected with the registrant or 
any of its subsidiaries as a promoter, underwriter, 
voting trustee, director, officer or employee, fur- 
nish a brief statement of the nature of such contin- 
gent basis, interest or connection. Instruction. In 
the case of an accountant, any direct financial 
interest or any material indirect financial interest 
held during the period covered by the financial 


SEC DOCKET/225 





statements prepared or certified shall be deemed 
a ‘“‘substantial interest” for the purpose of this 
item. 


Item 12. Exhibits. 


Subject to the rules regarding incorporation by ref- 
erence, the exhibits as required by Item 8 of Reg- 


ulation S-K (17 CFR 229.20) shall be filed as a 
part of the registration statement. List all exhibits 
so filed and appropriately letter or number each 
exhibit for convenient reference. Exhibits incorpo- 
rated by reference may bear the desgination given 
in the previous filing. Where exhibits are incorpo- 
rated by reference, the reference shall be made in 
the list of exhibits. 


SIGNATURES 


Pursuant to the requirements of the Securities Act of 


1933, the issuer has duly caused this registration state- 


ment to be signed on its behalf by the undersigned, thereunto 


duly authorized, in the City of 


State of ’ 





BY 


’ 





on 








(Issuer) 





(Signature and Title) 


Pursuant to the requirements of the Securities Act of 1933, 


this registration statement has been signed by the following 


persons in the capacities and on the dates indicated. 





(Signature) 


Instructions. 


1. The registration statement shall be signed by the is- 


suer, its principal executive officer or officers, its principal 


financial officer, its controller or principal accounting offi- 


cer and by at least the majority of the board of directors or 


persons performing similar functions. 
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2. The name of each person who signs the regis- 
tration statement shall be typed or printed beneath 
his signature. Any person who occupies more than 
one of the specified positions shall indicate each 
capacity in which he signs the registration state- 
ment. 


(Attention—the text of the following proposed 
amendments uses ® << arrows to indicate addi- 
tions and [ ] brackets to indicate deletions.) 


PART 201—RULES OF PRACTICE 
2. By amending §201.24 to read as follows: 
§201.24 Incorporation by reference. 


Where rules, regulations, or instructions to forms 
of the Commission permit incorporation by refer- 
ence, a document may be so incorporated by ref- 
erence to the specific document and ®, where the 
document being incorporated by reference has 
been filed with the Commission, < to the prior fil- 
ing in which such document was physically filed. 
Reference may not be made to any document 
which incorporates another document by reference 
if the pertinent portion of the document containing 
the information or financial statements to be incor- 
porated by reference includes an incorporation by 
reference to another document. No document on 
file with the Commission for more than five years 
may be incorporated by reference except— 


(a) Documents contained in registration state- 
ments which may be incorporated by reference as 
long as the registrant has a reporting requirement 
with the Commission; 


(b) Documents that the registrant specifically iden- 
tifies by physical location and by SEC file number 
reference, provided such materials have not been 
disposed of by the Commission pursuant to its 
Records Control Schedule (17 CFR 200.80f). 


PART 230—GENERAL RULES AND 
REGULATIONS, SECURITIES ACT OF 1933 


3. By amending paragraph (b) of §230.411 to read 
as follows: 
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§230.411 Incorporation of certain information by 
reference. 


* 


(b) Any financial statement or part thereof filed 
with the Commission pursuant to any Act ad- 
ministered by the Commission®, or any financial 
statement or part thereof contained in an annual 
report to security holders prepared in compliance 
with Rule 14a-3 (§240.14a-3) or Rule 14c-3 
(§240.14c-3), and furnished to security holders 
and mailed to the Commission in compliance with 
those rules, < may be incorporated by reference 
in any registration statement if it substantially 
conforms to the requirements of the appropriate 
form and is not required to be included in the 
prospectus. However, a financial schedule incor- 
porated by reference to an annual report filed with 
the Commission pursuant to any Act administered 
by it need not be certified, if such schedule was 
not required to be certified in connection with the 
filing of the annual report, any requirement of any 
registration form to the contrary notwithstanding. 


PART 240—GENERAL RULES AND 


REGULATIONS, SECURITIES EXCHANGE ACT 
OF 1940 


4. By amending paragraph (a) of §240.14a-3 to 
read as follows: 


§240.14a-3 Information to be furnished to security 
holders. 


(a) No solicitation subject to this regulation shall 
be made unless each person solicited is concur- 
rently furnished or has previously been furnished 
with a written proxy statement containing the in- 
formation specified in Schedule 14A (§240.14a- 
101), » or with a written proxy statement included 
in a registration statement filed under the Securi- 
ties Act of 1933 on Form S-15 (§239.29 of this 
chapter) and containing the information specified 
in such form. 4 


* * 


5. By amending paragraph (j) of §240.14a-6 to 
read as follows: 


§240.14a-6 Material required to be filed. 
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(j) Notwithstanding the foregoing provisions of this 
section, any proxy statement, form of proxy or 
other soliciting material included in a registration 
statement filed under the Securities Act of 1933 on 
Form S-14 (§239.23 of this chapter) ® or Form 
S-15 (§239.29 of this chapter) <shall be deemed 
filed both for the purposes of that Act and for the 
purposes of this section, but separate copies of 
such material need not be furnished pursuant to 
this section nor shall any fee be required under 
paragraph (i) of this section. However, any addi- 
tional soliciting material used after the effective 
date of the registration statement on Form S-14> 
or Form S-15< shall be filed in accordance with 
this section but separate copies of such material 
need not be filed as an amendment of such regis- 
tration statement. 


6. By amending paragraph (a) of §240.14a-12 to 
read as follows: 


§240.14a-12 Solicitation prior to furnishing re- 
quired proxy statement. 


(a) Notwithstanding the provisions of Rule 
14a-3(a) (§240.14a-3(a) ), a solicitation (other 
than one subject to Rule 14a-11 (§240.14a-11) ) 
may be made prior to furnishing security holders a 
written proxy statement meeting the requirements 
of Rule 14a-3(a) if— 


(1) *** 


(2) No form of proxy is furnished to security 
holders prior to the time the written proxy state- 
ment required by Rule = 14a--3(a) 
(§240.14a-3(a) ) is furnished to security holders: 
Provided, however, that this paragraph (2) shall 
not apply where a proxy statement then meeting 
the requirements of [Schedule 14A (§240.14a- 
101)] ® Rule 14a-3(a) <has been furnished to 
security holders by or on behalf of the person 
making the solicitation. 


* * * 


7. By amending paragraph (a) of §240.14c-2 to 
read as follows: 


§240.14c-2 Distribution of information statement. 
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(a) In connection with every annual or other meet- 
ing of the holders of a class of securities regis- 
tered pursuant to section 12 of the Act, including 
the taking of corporate action with the written au- 
thorization or consent of the holders of a class of 
securities so registered, the issuer of such securi- 
ties shall transmit a written information statement 
containing the information specified in Schedule 
14C (17 CFR 240.14c-1 et seq.) P, or a written 
information statement included in a registration 
statement filed under the Securities Act of 1933 on 
Form S-15 (§239.29 of this chapter) and contain- 
ing the information specified in such form, < to 
every such security holder who is entitled to vote 
or give an authorization or consent in regard to 
any matter to be acted upon and from whom a 
proxy, authorization or consent is not solicited on 
behalf of the management of the issuer pursuant 
to section 14(a) of the Act: Provided, That in the 
case of a class of securities in unregistered or 
bearer form, such statement need be transmitted 
only to those security holders whose names are 
known to the issuer. 


8. By amending paragraph (e) of §240.14c-5 to 
read as follows: 


§240.14c-5 Filing of information statement. 


* * * * 


(e) Notwithstanding the foregoing provisions of this 
section, any information statement or other mate- 
rial included in a registration statement, filed under 
the Securities Act of 1933 on Form S-14 (§239.23 
of this chapter) ® or Form S-15 (§239.29 of this 
chapter) < shall be deemed filed both for the pur- 
poses of that Act and for the purposes of this sec- 
tion, but separate copies of such material need not 
be furnished pursuant to this section, nor shall any 
fee be required under paragraph (a) of this sec- 
tion. However, any additional material used after 
the effective date of the registration statement on 
Form S-14 ® or Form S-15 < shall be filed in ac- 
cordance with this section but separate copies of 
such material need not be filed as an amendment 
of such registration statement. 


(Secs. 6, 7, 10, 19(a), 48 Stat. 78, 81, 85; secs. 
205, 209, 48 Stat. 906, 908; sec. 8, 68 Stat. 685; 
sec. 1, 79 Stat. 1051; 15 U.S.C. 77f, 77g, 77j, 
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77s(a); secs. 14(a), 23(a), 48 Stat. 985, 901; sec. 
203(a), 49 Stat. 704; sec. 8, 49 Stat. 1379; sec. 5, 
78 Stat. 569, 570; sec. 18, 89 Stat. 155; 15 U.S.C. 
78n(a), 78w(a); secs. 12(e), 38(a), 54 Stat. 822, 
841; 15 U.S.C. 80a-20(a), 80a-37(a) ). 


STATUTORY AUTHORITY FOR PROPOSALS 


The foregoing amendments to 17 CFR Parts 201, 
230, 239, and 240 are proposed pursuant to the 
Securities Act of 1933, particularly Sections 6, 7, 
10 and 19(a) thereof, and pursuant to Sections 
14(a) and 23(a) of the Securities Exchange Act of 
1934, Sections 12(e) and 20(a) of the Public Utility 
Holding Company Act of 1935, and Sections 20(a) 
and 38(a) of the Investment Company Act of 1940. 


Pursuant to Section 23(a) of the Exchange Act, the 
Commission has considered the effect that the 
proposals would have on competition and is not 
aware, at this time, of any burdens that the pro- 
posals, if adopted, would impose on competition 
not necessary or appropriate in furtherance of the 
purposes of that Act. However, the Commission 
specifically invites comment as to the anti- 
competitive effects, if any, the proposals would 
likely engender. 


By the Commission. 


George A. Fitzsimmons 
Secretary 
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SECURITIES ACT OF 1933 
Release No. 6178 January 15, 1980 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 16498/January 15, 1980 


PUBLIC UTILITY HOLDING COMPANY ACT OF 
1935 
Release No. 21393/January 15, 1980 


INVESTMENT CO. ACT OF 1940 
Release No. 11019/January 15, 1980 


General Revision of Regulation S-X 
ACTION: Proposed rules. 


SUMMARY: The Commission is proposing a gen- 
eral revision of Articles 3 and 5 and the related 
sections of Article 12 of Regulation S-X (“S-X”). 
The changes in the content of S-X are being pro- 
posed to (i) eliminate rules which are presently 
duplicative of generally accepted accounting prin- 
ciples (“GAAP”), (ii) effect changes to recognize 
predominant current practice and changes in cir- 
cumstances, (iii) clarify and modify requirements 
which are presently subject to differing interpreta- 
tions, and (iv) expand certain requirements to im- 
prove financial reporting. These proposed changes 
have been structured in a manner to facilitate the 
integration of the Securities Act of 1933 and the 
Securities Exchange Act of 1934 by attaining 
greater uniformity between financial statements 
included in annual reports to shareholders and 
those prepared in accordance with S-X. 


DATE: Comments should be submitted on or be- 
fore April 30, 1980. 


ADDRESSES: Comments should refer to File S7- 
-818 and should be submitted in triplicate to 
George A. Fitzsimmons, Secretary, Securities and 
Exchange Commission, 500 North Capito! Street, 
Washington, D.C. 20549. All comments will be 
available for public inspection at the Commission's 
Public Reference Room, Room 6101, 1100 L 
Street, N.W., Washington, D.C. (File No. S7-818). 


FOR FURTHER INFORMATION CONTACT: Ar- 
thur J. Schmeiser or Rita J. Gunter, Office of the 
Chief Accountant, Securities and Exchange Com- 
mission, 500 North Capitol Street, Washington, 
D.C. 20549 (202-272-2133). 
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SUPPLEMENTARY INFORMATION: 


1. BACKGROUND 


General 


In 1940, the Securities and Exchange Commission 
issued Accounting Series Release (‘ASR’) No. 
12, “Adoption of Regulation S-X.” This regulation 
was a substitute for the several existing sets of ac- 
counting instructions which applied to the various 
forms. In general, it constituted a codification of 
existing instructions as to the form and content of 
financial statements. The regulation did not pre- 
scribe accounting methods, but rather stated re- 
quirements which were intended to elicit informa- 
tive disclosures. In 1940, there was little available 
authoritative accounting literature. Indeed, the 
predecessor of the American Institute of Certified 
Public Accountants (“AICPA”) only two years ear- 
lier had instituted a research program resulting in 
the publication of accounting principles in the form 
of Accounting Research Bulletins (“ARB’s”). This 
was the first attempt by the accounting profession 
to formally promulgate standards. Consequently, 
the Commission considered it beneficial to have a 
regulation, such as S-X, with condensed require- 
ments contained in one authoritative source. 


Regulation S-X is subdivided into twelve articles. 
The first four articles contain rules of general ap- 
plication; namely, Application of Regulation S-X, 
Qualifications and Reports of Accountants, Rules 
of General Application and Consolidated and 
Combined Financial Statements. The next six arti- 
cles prescribe the form and content of financial 
statements for, respectively, commercial and in- 
dustrial companies (including companies in a de- 
velopment stage), investment companies, insur- 
ance companies, committees issuing certificates 
of deposit, bank holding companies and banks, 
and natural persons. The remaining two articles 
deal with the form and content of statements of 
shareholders’ equity and source and application of 
funds and with the supplemental schedules. 


Private Sector Initiatives 
As previously mentioned, S-X was conceived at a 
time when GAAP was perceived to be less than a 


complete guide for financial accounting and re- 
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porting. However, since the initiation of S-X, the 
private sector through various organized bodies— 
the Accounting Principles Board (“APB”), other 
units of the AICPA and, most recently, the Finan- 
cial Accounting Standards Board (‘““FASB”)—has 
demonstrated an appropriate initiative in 
establishing and improving accounting standards. 
This initiative is supported by ASR No. 150, in 
which the Commission stated that financial state- 
ments which conform to standards set by the 
FASB will.be presumed to have substantial au- 
thoritative support. Additionally, in its 1978 and 
1979 ‘“‘Report to Congress on the Accounting 
Profession and the Commission's Oversight Role,” 
the Commission indicated that it continues to be- 
lieve that the initiative for establishing and im- 
proving accounting standards should remain in the 
private sector, subject to Commission oversight. 


The advances being made by the FASB toward 
improved financial accounting and reporting are 
evident in documents such as Statements of Fi- 
nancial Accounting Standards (‘“SFAS’”) Nos. 12, 
14 and 33, addressing marketable securities, 
segments of a business, and the effects of chang- 
ing prices, respectively. Further, the FASB has 
also initiated a Conceptual Framework Project 
which is anticipated to “establish the objectives 
and concepts. . . [to be] used in developing stand- 
ards of financial accounting and reporting.” ' This 
endeavor includes projects such as “Reporting 
Earnings,” “Funds Flow and Liquidity,” “Elements 
of Financial Statements of Business Enterprises,” 
“Accounting Recognition Criteria,’ and “Financial 
Statements/Financial Reporting.” The Commission 
continues to support the efforts of the FASB in de- 
veloping a conceptual framework. 


Need for Revision 


Similarly, the Advisory Committee on Corporate 
Disclosure? supported private sector standard set- 





'“Statement of Financial Accounting Concepts No. 
1, Objectives of Financial Reporting by Business 
Enterprises,” issued in November 1978, is the first 
in a series of concept statements. 


2An ad hoc committee established by the Securi- 
ties and Exchange Commission for the purpose of 
assessing the adequacy of the corporate disclo- 
sure system. 
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ting in its report to the Commission, issued in 
November 1977, in which it recommended among 
other things, that: 


A continuing goal of the Commission should be 
the elimination of rules of general applicability 
which cause differences between financial 
statements prepared in accordance with Regu- 
lation S-X and those prepared in accordance 
with GAAP. When the Commission requires an 
extension of disclosures beyond those required 
by GAAP because of an emerging problem, the 
reasons for the extension and the underlying ac- 
counting issues involved should be stated. The 
Commission should then ask the FASB to con- 
sider the issue .... the Commission should 
undertake the following: 


1. Eliminate all financial statement disclosures 
required by Regulation S-X which duplicate 
those required in financial statements prepared 
in accordance with codified GAAP. 


2. Critically review all disclosures of general 
applicability which are supplementary to those 
required by GAAP with the objective of elimi- 
nating disclosures which may not be necessary 
to users in making investment decisions. 


In recent years, the Commission has pursued a 
policy of integration of registration and reporting 
requirements under the Securities Act of 1933 and 
Securities Exchange Act of 1934. The Commission 
believes integration of the requirements of these 
two Acts not only benefits registrants but also of- 
fers a more coherent reporting structure. In this 
connection, the Commission has recently under- 
taken the task of reexamining the present report- 
ing and disclosure system focusing principally on 
the form, content and use of Form 10-K. This re- 
examination process has resulted in four separate 
but related projects. In addition to this project the 
other three endeavors are: (1) a project directed 
toward identification and deletion of duplicative 
and outmoded requirements of the present Form 
10-K and a reassessment of the present manage- 
ment’s discussion and analysis included in Form 
10-K as well as in other registration and reporting 
forms; (2) a project to consider the feasibility of 
establishing uniform financial statement instruc- 
tions applicable to most registration and reporting 
forms and to annual reports to security holders; 
and (3) a project to introduce a new streamlined 
disclosure form, Form S-15, for the registration of 
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securities issued in certain merger and reorgani- 
zation transactions.* 


The most recent comprehensive revision of S-X 
was in 1972, which was prior to the last seven 
opinions issued by the APB and the establishment 
of the FASB. During the ensuing seven year 
period, the authoritative accounting literature has 
expanded dramatically and many of the require- 
ments of S-X are now outdated. Accordingly, this 
proposed revision has been undertaken to: 


1. Eliminate rules which are presently duplica- 
tive of GAPP; 


. Effect changes to recognize predominant cur- 
rent practice and changes in circumstances; 


. Clarify and modify requirements which are 
presently subject to differing interpretations; 
and 


. Expand certain requirements to improve fi- 
nancial reporting. 


These proposed changes have been structured in 
a manner to facilitate the integration of the Securi- 


ties Act of 1933 and the Securities Exchange Act 
of 1934 by attaining greater uniformity between fi- 
nancial statements included in annual reports to 
shareholders and those prepared in accordance 
with S-X. 


Uniformity 


Certain of the disclosure requirements of S-X 
presently exceed those of GAAP. Consequently, 
the content of the financial statements filed with 
the Commission frequently is somewhat different 
from that included in annual reports to sharehold- 
ers. As mentioned previously, these proposed 
changes have been structured in a manner to 
facilitate the integration of the Securities Act of 
1933 and the Securities Exchange Act of 1934 by 
attaining greater uniformity between financial 
statements included in annual reports to share- 
holders and those prepared in accordance with 
S-X. Therefore, this release addresses whether 





3Refer to Securities Act Release Nos. 33-6176, 
33-6179, and 33-6177, respectively. 
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the disclosure requirements of S-X are of such 
significance and relevance that they should be re- 
quired uniformly or, alternatively, that they do not 
have sufficient disclosure value to be retained. 


S-X presently requires information which can be 
grouped into three distinct classes; namely, (i) dis- 
closures which are important to all users of finan- 
cial statements, (ii) disclosures which are impor- 
tant to a more limited, sophisticated group of 
users, and (iii) disclosures which have become of 
lesser value to any users or which duplicate 
GAAP. The Commission is proposing the following 
respective disposition in its rules of the require- 
ments falling into these classifications: (i) required 
in all annual reports filed with the Commission or 
furnished to security holders; (ii) required in all an- 
nual reports filed with the Commission, but in- 
cluded in supplemental schedules; and (iii) not re- 
quired at all. 


Uniformity in the content of financial statements is 
a desirable objective which should result in de- 
creased cost to preparers and increased under- 
standing of users. The Commission believes that 
annual reports to shareholders should not be 
overburdened with information which, although 
important to meaningful analysis, is of little interest 
to the majority of users. A logical and accessible 
place for such supplemental information is the an- 
nual report on Form 10-K filed with the Commis- 
sion. This analytical data would be included out- 
side the primary financial statements; that is, in the 
supplemental schedules. By including the informa- 
tion in the Form 10-K schedules, it is available to 
those who require or desire such detail, and the 
cost of dissemination is reduced. 


Accordingly, all disclosure requirements to be re- 
tained in present Articles 3 and 5 of S-X, other 
than the supplemental schedules, are proposed to 
be included in the annual reports to shareholders 
required by Rule 14a-3 of the Commission’s proxy 
rules. The following are examples of items, which 
are not currently specifically required to be dis- 
closed under GAAP although they often are pre- 
sented in annual reports to shareholders, which 
would require disclosure: 


1) Restrictions on the payment of dividends. 


2) Types and amounts of income-tax timing 
differences, and a reconciliation of reported 
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income and the provision for income taxes to 
taxable income and the income tax shown 
on tax returns. 


3) Warrants and rights. 
4) Disagreements with accountants. 


5) Separate presentation of and disclosures 
regarding redeemable preferred stock. 


6) Excess of replacement or current cost over 
the stated LIFO value of inventories. 


7) Weighted average interest rates on short 
term debt, maximum and average amounts 
outstanding, and unused lines of credit. 


8) Five year maturities of long-term debt. 
9) Related party transactions. 


10) Information regarding proved oil and gas re- 
serves. 


11) Earnings applicable to common stock. 


12) Supplementary income statement informa- 
tion. 


Certain other financial information is considered to 
be of significant importance to a limited number of 
users, as discussed above. Since these users 
(frequently analysts, investment advisers, etc.) are 
intermediaries for individuals who might otherwise 
be primary users, the needs of these users are 
also important. However, since this group is lim- 
ited in size, it is not considered appropriate to re- 
quire this information in annual reports to share- 
holders. It is proposed that such information only 
be required in the supplemental schedules to the 
Commission’s forms thus making it accessible 
while at the same time holding costs to a 
minimum. 


The following are examples of items which would 


be included in the schedules to the financial 
statements: 


1) Detailed information regarding marketable 
securities. 


2) Details of certain borrowings by related par- 
ties and others, including employees. 
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3) Investments in and amounts due to or from 
affiliates. 


4) Components of property, plant and equip- 
ment (assets and accumulated depreciation, 
depletion or amortization) including addi- 
tions and deletions by depreciation method, 
major classifications or other homogeneous 
groups, as appropriate. 


5) Details of valuation accounts. 


Supplemental Information 


As mentioned previously, the FASB is currently 
working on a project which is expected to identify 
operational criteria for use in determining the in- 
formation to be disclosed inside or outside finan- 
cial statements. Although this project is in its early 
stages, one attribute which may be associated 
with the distinction between financial statements 
and the broader issue of financial reporting is the 
level of auditor association. 


Based upon the premise that information con- 
tained within the financial statements should be 
audited, the proposed rules would remove from 
S-X the requirement relating to unaudited informa- 
tion concerning selected quarterly financial data 
and place this requirement under Regulation S-K.4 


* * * * * 


The next four sections discuss the proposed 
changes in the content of S-X. 


Duplication of GAAP 


The primary objective of this revision of S-X in- 
volves those requirements which are presently a 
direct or indirect duplication of GAAP. Consistent 
with the conclusions of the Advisory Committee, 
the Commission believes that S-X should provide 
a format outline for the preparation of financial 
statements. 





4This proposed change does not pertain to pres- 
ent rule 210.3-18 concerning disclosures of cer- 
tain oil and gas reserve information for which the 
audit requirement has been postponed for one 
year. 
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A detailed discussion of those rules proposed to 
be eliminated because they duplicate GAAP is in- 
cluded in Section II of this proposal. 


Predominant current practice and changes in 
circumstances 


The significance of certain mandated disclosures 
may fade with the passage of time and changes in 
circumstances. Additionally, requirements in- 
cluded in rules other than GAAP may eliminate the 
need for a requirement. An example of this is Rule 
3-16(n) with regard to stock option disclosures. 
The stock option information presently required by 
S-X is very detailed. The rule was adopted in 1953 
and since that time the APB, New York Stock Ex- 
change, American Stock Exchange, and the 
Commission (management remuneration) have 
adopted rules that address this topic. The incre- 
mental disclosure value of the information required 
by S-X on stock options has become minimal. 
Therefore, this requirement is being proposed for 
elimination from S-X. 


Clarification and modification of rules 


A comprehensive revision of S-X provides the op- 
portunity to clarify, modify and condense rules. 
The changes that are being proposed in this area 
are minor and involve such items as relocating and 
combining related rules, and making cosmetic 
changes to improve consistency. These proposed 
modifications are designed to simplify S-X and 
make it more understandable. 


Expansion of requirements 


The Commission believes that there are certain 
disclosure areas that should be expanded beyond 
the present requirements of GAAP because of the 
informational value of the additional disclosures. 
The three principal items being proposed involve 
property, plant and equipment, income taxes and 
related party transactions. 
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Property, plant and equipment 


Presently, with regard to property, plant and 
equipment, GAAP requires that enterprises dis- 
close: 

1) Depreciation method 

2) Asset balances by major class. 

3) Asset additions in the aggregate. 

4) Accumulated depreciation in the aggregate. 


5) Depreciation expense in the aggregate. 


In addition, S-X requires disclosure of:5 


1) Method of valuation. 


2) Treatment of maintenance, repairs, renewals, 
and betterments. 


3) Method of adjusting accumulated deprecia- 
tion at retirement or disposal including treat- 
ment of gain or loss. 

4) Depreciation rates by major class. 


5) Asset additions by major class. 


6) Asset deletions and other changes by major 
class and in the aggregate. 


7) Accumulated depreciation by major class. 
8) Depreciation expense by major class. 
9) Changes in accumulated depreciation from 


other than depreciation expense by major 
class and in the aggregate. 


Although the data required is quite extensive, it 
frequently falls short of fulfilling the objectives of 
financial reporting set forth by the FASB in Con- 





5Certain information is not required based on per- 
centage calculations: these calculations primarily 
relate to Schedules V and VI, and Rules 12-06 
and 12-07. 
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cepts Statement No. 1. There are several reasons 
for this deficiency. First, companies use different 
methods of depreciation (e.g. straight line, double 
declining balance or sum of the years digits) with- 
out identifying the classes of property, or the 
amounts of depreciation computed, using each 
method. Second, the classes of assets are often 
quite broad with regard to type of asset and de- 
preciable life, especially for registrants with diver- 
sified business interests. For example, items clas- 
sified as buildings may include one-level prefabri- 
cated structures with an estimated useful life of 10 
years, and multi-floor steel and concrete structures 
with an estimated useful life of 50 years. In the 
area of equipment, heavy industrial equipment 
with a life of 20 years may be combined with high 
technology equipment such as computers, whose 
estimated useful life may not exceed 5 years. 
Third, much of the disclosure with regard to prop- 
erty, plant and equipment has become very gen- 
eral, resulting in loss of informational value. 
Fourth, policy disclosures with regard to asset 
lives and treatment of maintenanace, repairs, re- 
newals and betterments have been substantially 
ineffective. 


Accordingly, the Commission is proposing rules 
which it believes will improve the quality of the in- 
formation being presented. These proposed rules 
will conform the required financial statement dis- 
closures for property, plant and equipment in S-X 
with GAAP, with any additional disclosures being 
included in the supplemental schedules. The pro- 
posed rules for the supplemental schedules would 
require disclosure of: 


1) Assets classified by depreciation, depletion or 
amortization method and thereunder by major 
classification. 


2) Fully depreciated, depleted or amortized as- 
sets which are still in use. 





§“Financial reporting should provide information 
that is useful to present and potential investors 
and creditors and other users in making rational 
investment, credit, and similar decisions [it] 
should provide information to help investors, cred- 
itors, and others assess the amounts, timing, and 
uncertainty of prospective net cash flows to the 
related enterprise.” para. 34 and 37. 
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3) By classification, the rate used in computing 
depreciation, depletion or amortization, and if 
more than one rate is used, the range and 
weighted average rate. 


4) Any asset or group of homogeneous assets 
(such as, computers, equipment used in a 
specific manufacturing process, warehouses, 
and office buildings) which comprises 25 per- 
cent or more of a major class of property, 
plant and equipment and the depreciation, 
depletion or amortization rate. This require- 
ment, however, does not apply if the asset or 
group of homogeneous assets constitutes 
less than five percent of total assets. 


The disclosures which are being proposed are 
more detailed than the previous requirements. 
However, the Commission believes that property, 
plant and equipment is of such significance to 
most enterprises that this information should be 
available to sophisticated users to assist in making 
informed investment decisions. Accordingly, the 
proposed rules would require this information from 
registrants where such amounts are significant in 
relation to the size of the enterprise. 


Income taxes 


In 1973 the Commission issued ASR No. 149 
which adopted rules for improved disclosure of in- 
come tax expense. The requiements of that re- 
lease include disclosure of the components of in- 
come tax expense, the reasons for timing differ- 
ences between book and tax reporting resulting in 
deferred income taxes, and a reconciliation be- 
tween the effective income tax rate indicated by 
the income statement and the statutory Federal in- 
come tax rate. These requirements have had a 
positive impact in enabling users of financial 
statements to better understand the basis for the 
registrant's tax accounting, including the degree to 
which, and the reasons why, the level of income 
tax expense incurred differs from the statutory 
rate. However, after observing the disclosures 
made by registrants under this rule, the Commis- 
sion believes that certain refinements are appro- 
priate in order to make the disclosure more com- 
prehensive and understandable. In discussing 
these proposals, it is worthwhile to identify the 
missing information and the shortfalls of the pres- 


©} ent rule. 
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First, the present rule requires a reconciliation of a 
hypothetical amount (taxes derived by multiplying 
pretax book income by the Federal statutory rate, 
which is almost never comparable to the calcula- 
tion that an enterprise makes in computing its 
taxes) to actual reported income tax expense, 
often in percentage terms only. Further, this rec- 
onciliation uses the accounting income tax provi- 
sion which includes both domestic and foreign in- 
come tax expense, and although this analysis can 
be informative, it is frequently confusing. 


Second, the required information regarding foreign 
income taxes is frequently insufficient for a thor- 
ough understanding of a company’s current tax 
position. Although the amount of foreign income 
tax expense is presented, the amount of income 
related to that expense and the accompanying ef- 
fective income tax rate are usually not disclosed. 
The Commission believes that information con- 
cerning foreign income and related taxes are of 
importance to investors. 


Additionally, the available information related to 
items of permanent and timing differences be- 
tween book income and tax income are frequently 
not presented in a comprehensible manner. These 
differences can significantly affect the amount of 
taxes payable currently or postponed to the future 
and, accordingly, affect the cash flow of an enter- 
prise. Utilization of the comprehensive allocation 
method,’ as required by APB Opinion No. 11, ‘“Ac- 
counting for Income Taxes,” makes it important 
that users understand both the components of the 
income tax provision and the related income 
amounts. Accordingly, information about items 
which create differences between book and tax in- 
come is important. 


The proposed rule would require registrants to 
reconcile pretax income and income tax expense 
for both their Federal and foreign components, as 
reported in their financial statements, to Federal 
(foreign) taxable income and related income taxes 
anticipated to be reported on the registrant's Fed- 
eral (foreign) income tax return. A summary of the 
actual tax computation showing amounts taxed at 
various rates, statutory, capital gains, etc., and the 





7Comprehensive allocation is a concept which re- 
quires allocation of taxes to all timing differences 
in determining the income tax expense for the 
period. 
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effect of offsetting credits, would be required. This The following example of the reconciliation pro- 
reconciliation will provide the information dis- posed to be required is provided to assist in ap- 
cussed above in a more comprehensive, coherent praising the proposal. 

and understandable manner. The Commission be- 

lieves that this proposal should not have a signifi- 

cant cost burden since the information which 

would be required is already available because Assumptions 

registrants need such information to calculate their 

current and deferred income tax provisions for The following facts apply to a hypothetical busi- 
purposes of financial reporting. ness corporation: 


1) Book income before tax - $2,000,000, 
comprised of the following: 


Federal - $1,000,000 
Foreign - $1,000,000 


Currently taxable income is computed 
as follows: 


Federal Foreign 
Book income $1,000,000 $1,000,000 


Less: 


Tax exempt income 100,000 
State & local taxes 50,000 
Timing differences: 
Accelerated 
depreciation 250,000 500,000 
Deferred compensation 50,000 10,000 
Other 5,000 - 





Taxable income 545,000* $ 490,000 


Reported income tax expense - $845,000, 
comprised of the following: 


State & 
Federal Local Foreign 


Current $155,Q00 $50,000 $245,000 
Deferred 140,000 - 255,000 





* $100,000 of this amount is a result of capital gains. 
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4) Available U.S. investment tax credits amount 


to $80,000. The entire amount can be utilized 
in the current year and the flow through 
method is used. 


Proposed Reconciliation 


Per Books 
Less: 


Foreign 

Permanent differences 
Tax exempt income 

State and local taxes 


Subtotal 
Less: 


Timing differences: 
Accelerated depreciation 
Deferred compensation 
Other 


Per Federal tax return 


5) Federal income tax rate is 46% on ordinary 


income and 30% on capital gains. The foreign 
income tax rates is 50% on all taxable in- 
come. 


Income Tax 


Income Expense 





$2,000,000 $845,000 


1,000,000 500,000 


100,000 - 
50,000 50,000 





850,000 295,000 





250,000 
50,000 
5,000 
305,000 


115,000 
23,000 
__ 2,000 
140,000 








545,000 


155,000 


Federal currently taxable income: 


At statutory rate (46%) 


At capital gains rate (30%) 


Less: 
Investment tax credits 


Estimated to be reported on 
Federal income tax return 


Components of Foreign: 


Per Books 
Less: 


Permanent differences 

Timing differences: 
Accelerated depreciation 
Other 


445,000 
100,000 


205,000 
30,000 


80,000 





$155,000 


$1,000,000 $500,000 





500,000 
10,000 
510,000 


250,000 
__ 5,000 
255,000 








490,000 $245,000 


@ Per foreign tax return(s) 
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Related party transactions 


In 1975 the Auditing Standards Executive Com- 
mittee of the American Institute of Certified Public 
Accountants issued Statement on Auditing Stand- 
ards No. 6 (“SAS No. 6”), “Related Party Trans- 
actions,” which “provides guidance on procedures 
that should be considered by the auditor when he 
is performing an examination of financial state- 
ments in accordance with generally accepted au- 
diting standards to identify related party transac- 
tions and to satisfy himself as to the substance of 
and accounting for such transactions, including fi- 
nancial statement disclosure.” 


The current accounting literature refers to certain 
types of transactions between related parties in 
SFAS Nos. 13 and 14, “Accounting for Leases” 
and “Financial Reporting for Segments of a Busi- 
ness Enterprise,” respectively; however, GAAP 
does not include any general accounting or re- 
porting guidelines for these types of transactions. 
As a result, the Commission believes that it would 
be beneficial to integrate the disclosure require- 
ments of SAS No. 6 into S-X and therefore these 
requirements are being proposed for inclusion in 
S-X. The definition of a related party (as set forth 
in SAS No. 6) is proposed to be included in the 
definition section of Article 1. It should be pointed 
out that the term “principal owner” as used in this 
definition looks only to the voting interest of the 
registrant, whereas the present S-X definition of 
“principal holder” looks to any class of equity se- 
curity. While this difference in terms would appear 
to unduly limit the persons covered by the related 
party rule, such is not the case since the related 
party definition also covers a person who can 
exercise significant influence. 


ll. DISCUSSION OF PROPOSED CHANGES TO 
THE RULES 


Article 3. Rules of General Application 


In a concurrent release, the Commimission is 
proposing to establish uniform financial statement 
instructions for most registration and reporting 
forms and annual reports to shareholders. To 
achieve a logical sequence, these instructions are 
proposed to be included in a new Article 3 in addi- 
tion to the requirements for consolidated financial 
statements, presently Article 4, which are pro- 
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posed to be moved without amendment. The rules 
addressing general application, present Article 3, 
are proposed to be relocated to Article 4. Other 
changes are being proposed to the rules of gen- 
eral application and are discussed in the para- 
graphs which follow. 


Article 3 is the section of S-X which now contains 
rules on the general content of financial state- 
ments for all registrants. The specific rules appli- 
cable to companies in certain specialized indus- 
tries are contained in successive articles of the 
Regulation and such rules include both general 
and specific references to the rules in Article 3. As 
discussed above, significant changes are being 
proposed concerning the individual rules con- 
tained in Article 3. The following is a discussion of 
the proposed changes according to the type (four 
categories identified previously) of change. The 
tabular guide preceding the revised rules provides 
a summary of the changes which are being pro- 
posed. 


Certain changes are being proposed to delete 
rules in Article 3 which duplicate requirements of 
GAAP. Some of the rules being proposed for dele- 
tion were included in S-X prior to the time GAAP 
contained a specific requirement for such disclo- 
sure. The present rules in Article 3 which are pro- 
posed for deletion (or partial deletion) since such 
requirement is also included in GAAP are as fol- 
lows (designated by the present rule numbers): 


1. Rule 3-O7—Changes in accounting princi- 
ples and practices and retroactive adjust- 
ment of accounts. Such requirements are 
contained in APB Opinion Nos. 9, “Reporting 
the Results of Operations,” and 20, “Ac- 
counting Changes,”’ and SFAS No. 16, 
“Prior Period Adjustments.” 


. Rule 3-08—Summary of accounting princi- 
ples and practices. Currently, disclosure of 
accounting principles and practices is re- 
quired by APB Opinion No. 22, ‘Disclosure 
of Accounting Policies.” 


. Rule 3-11—Current assets and Rule 3- 
12—Current liabilities. Definitions of these 
terms are contained in ARB No. 43, Chapter 
3, “Working Capital.” Additionally, the use of 
an operating cycle in excess of one year is 
also provided for therein and the require- 
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ment to disclose such is contained in APB 
Opinion No. 22, “Disclosure of Accounting 
Policies.’’ Other disclosures required by 
Rules 3-11 and 3-12 are proposed to be 
combined into one rule. 


. Rule 3-16(b)—Principles of translation of 


items in foreign currencies. SFAS No. 8, 
“Accounting for the Translation of Foreign 
Currency Transactions and Foreign Cur- 
rency Financial Statements,” now prescribes 
the accounting and reporting requirements 
for the translation of foreign currencies. 


. Rule 3-16(d)—/ntercompany profits and 


losses. APF No. 51, “Consolidated Financial 
Statements,” and APB Opinion No. 18, “The 
Equity Method of Accounting for Investments 
in Common Stock,” require that intercom- 
pany profits and losses be eliminated with 
respect to consolidated subsidiaries and 
equity investees. Disclosure of profits or 
losses not eliminated with respect to related 
parties, as well as affilites, is a requirement 
of proposed Rule 4-11(1). 


. Rule 3-16(e)—Defaults. The portion of this 


rule dealing with the classification of an obli- 
gation to which a default or breach relates is 
proposed to be deleted since ARB No. 43, 
Chapter 3, ‘Working Capital,” defines the 
term “current liabilities.” There does not ap- 
pear to be a sufficient reason to retain the 
second and third sentences of this rule since 
the current practice is to look to the terms of 
the agreement to determine the proper clas- 
sification in the particular circumstances. 
However, commentators are specifically re- 
quested to comment on whether these two 
sentences do serve a clarifying purpose and 
should appropriately be retained. 


. Rule 3-16(f)—Preferred shares. The re- 


quirement to disclose the dividend rates, 
participation rights, call prices and dates, 
conversion terms and voting rights of securi- 
ties outstanding is contained in APB Opinion 
No. 15, “Earnings per Share.” Disclosure of 
arrearages of cumulative dividends is re- 
quired by APB Opinion No. 9, “Reporting the 
Results of Operations.” APB Opinion No. 10, 
“Omnibus Opinion-1966,” requires disclo- 
sure of the liquidation preference of stocks; 
however, such disclosure is not required on 
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the face of the balance sheet. Thus, this 
portion of the present rule is retained since 
the Commission believes this disclosure is of 
sufficient importance to be required on the 
face of the statement. The requirement to 
disclose any restriction upon retained earn- 
ings that arises from the fact that upon in- 
voluntary liquidation the aggregate prefer- 
ences of preferred shares exceeds the par 
or stated value is also retained since there is 
no such requirement currently included in 
GAAP. 


. Rule 3-16(g)—Pension and retirement 


plans. This rule duplicates present GAAP 
requirements except for the requirement to 
disclose unfunded past service costs. APB 
Opinion No. 8, “Accounting for the Cost of 
Pension Plans,” contains the present GAAP 
disclosure requirements for pension plans. 
An exposure draft entitled ‘Disclosure of 
Pension and Other Post-Retirement Benefit 
Information,” has been issued by the FASB 
a proposed amendment to APB Opinion No. 
8. This proposal would require expanded 
disclosures about the financial status of 
pension plans. Accordingly, the existing rule 
in S-X is proposed to be deleted in its en- 
tirety with the expectation that the FASB will 
adopt an acceptable final standard prior to 
the Commission's final action on these pro- 
posed rules. 


. Rule 3-16(i)—Commitments and contingent 


liabilities. The requirement to disclose com- 
mitments and contingencies is contained in 
SFAS No. 5, “Accounting for Contingen- 
cies.” 


. Rule 3-16(l)—Bases of revenue recogni- 


tion. APB Opinion No. 22, “Disclosure of Ac- 
counting Policies,” requires desclosure of 
the significant accounting policies followed 
by a company, including disclosure of the 
principles relating to recognition of rev- 
enues. 


. Rule 3-16(q)—Leased assets and lease 


commitments. SFAS No. 13, “Accounting for 
Leases,” established standards of financial 
accounting and reporting for leases. The 
Commission's rule is consistent with SFAS 
No. 13 requirements, except that it provides 
for an earlier effective date and for certain 
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disclosures by rate-regulated enterprises. 
The proposed revisions to this rule simply 
eliminate the portions of the rule which dup- 
licate the requirements of SFAS No. 13. The 
accelerated implementation requirements of 
the rule make its retention necessary since 
the effective date for retroactive application 
of SFAS No. 13 is for years beginning after 
December 31, 1980. The rule is also re- 
quired because of the “as if” disclosures by 
rate-regulated companies. 


The second type of proposed change which is 
being proposed in Article 3 results from predomi- 
nant current practices and/or changes in circum- 
stances. In some instances, reporting practices 
have changed or become better established; thus, 
the significance of certain rules has diminished. 
Therefore, the following rules are proposed for re- 
vision or deletion: 


1. Rule 3-01(b)—Form, order, and terminology. 
The rule presently specifies that amounts be 
expressed whole dollars, in thousands of 
dollars or in hundred thousands of dollars. A 
change is being proposed to specify that 
amounts be stated in whole dollars or in mul- 
tiples thereof since some of the larger com- 
panies are beginning to present some disclo- 
sures in millions of dollars. 


. Rule 3-05—Omission of names of certain 
subsidiaries. In a concurrent release the 
Commission proposes to move to an exhibit 
the present Form 10-K requirement to list all 
subsidiaries. For this reason, this rule seems 
unnecessary. 


. Rule 3-06—Additional information. The first 
sentence of the present rule is proposed to be 
moved to Rule 3-01(a) and is discussed 
below (under the third type of proposed 
change). The second sentence of this rule is 
proposed for deletion since registrants are no 
longer allowed to use statements filed with 
other governmental agencies in lieu of the fi- 
nancial statements prescribed by S-X. 


. Rule 3-16(j)—Bonus, profit sharing, and 
other similar plans. This disclosure is being 
proposed for deletion because it is not gener- 
ally of financial significance. If, in an unusual 
situation, this information is of significance to 
the financial statements, disclosure would be 
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required by GAAP. When it affects manage- 
ment remuneration, this disclosure is sub- 
stantially required outside the financial state- 
ments by Item 4 of Regulation S-K. 


. Rule 3-16(n)—Capital stock optioned, sold, 
or offered for sale to directors, officers, and 
key employees. Some of the disclosures re- 
quired by this rule are presently required by 
GAAP and the remaining disclosures appear 
to be no longer necessary. This rule was 
adopted in 1953, a time when uniform ac- 
counting and disclosure requirements were 
much less complete. The Commission con- 
sidered it inappropriate to prescribe the 
amount, if any, to be charged against income 
representing compensation to recipients of 
stock options since at that time there was no 
unanimity of opinion on this question. How- 
ever, since that time APB Opinion No. 25, 
“Accounting for Stock Issued to Employees,” 
has been issued on the appropriate account- 
ing method for stock options issued to em- 
ployees. That opinion specifies the amount to 
be included in income statements and the 
timing of such charges. The supplemental 
disclosures are proposed for deletion be- 
cause they are not generally of financial sig- 
nificance. If, in an unusual situation, this in- 
formation is of significance to the financial 
statements, disclosure would be required by 
GAAP. When it affects management remun- 
eration, this disclosure is substantially re- 
quired outside the financial statements by 
Item 4 of Regulation S-K. 


The third type of proposed change is that made to 
clarify the present rules which may be subject to 
various interpretations and/or to modify the rules 
or the location of such rules to enhance their 
simplicity and readability. The following proposed 
changes are of this type: 


1. Rule 3-01(a)—Form, order, and terminology. 
The word “may” in the first sentence of this 
paragraph is proposed to be changed to 
“should” in an effort to be more definitive. An 
additional sentence is proposed to be added 
to this paragraph; however, this is simply a 
transfer of the first sentence from Rule 3-06 
and does not represent a change in the pres- 
ent requirements. 
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2. Rule 3-03—/napplicable captions and omis- 


sion of unrequired or inapplicable financial 
statements. In paragraphs (a) and (b) of this 
rule the word ‘‘need”’ is proposed to be 
changed to “should” in an effort to be more 
definitive. The wording of paragraph (c) is 
also proposed to be revised to delete the 
specification of where the reason for the om- 
mission of a financial statement must be pre- 
sented. 


. Rule 3-09—Valuation and qualifying ac- 


counts. An addition to this rule is being pro- 
posed to allow valuation and qualifying ac- 
counts be presented parenthetically on the 
face of the balance sheet rather than requir- 
ing a separate deduction from assets to which 
they apply. The Commission continues to be- 
lieve that disclosure of such amounts is of 
sufficient importance to be required on the 
face of the statement. 


. Rule 3-14—Reacquired shares. The working 


in this rule has been revised to conform to the 
position taken in ASR No. 268, “Presentation 
in Financial Statements of ‘Redeemable Pre- 
ferred Stocks.’ ” 


. Rule 3-15—Discount on capital shares. This 


rule has also been revised to conform to the 
position taken in ASR No. 268. 


. Rule 3-16(t)—Disclosure of selected quar- 


terly financial data in notes to financial state- 
ments. The Commission is proposing to relo- 
cate the disclosure required by this rule to 
Item 12 of Regulation S-K. Also related Rule 
2-02(e) is proposed for deletion. This infor- 
mation would no longer be part of the financial 
statements; however, the Commission be- 
lieves this information should be included in 
annual reports to shareholders, thus the 
Commission is also proposing an amendment 
to the proxy rules to accommodate this 
change. The Commission continues to believe 
that auditor association with this information 
is desirable and therefore is proposing this 
rule change with the expectation that the 
existing auditor association and review of this 
information will remain unchanged and that 
appropriate amendments to the auditing lit- 
erature will be recommended and adopted. 
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The final type of proposed change to Article 3 is 
that made to improve certain financial reporting 
and disclosures. After considering certain disclo- 
sure rules presently in effect, the Commission be- 
lieves that improvements can be made to the 
present requirements. The following is a discus- 
sion of the proposed changes: 


1. Rule 3-13—Reacquired evidences of inde- 
btedness. The wording of this rule has been 
proposed for modification including the addi- 
tion of a requirement to state the purpose for 
which reacquired evidences of indebtedness, 
shown as an asset in the balance sheet, were 
acquired. The presentation of reacquired evi- 
dences of indebtedness as an asset is rare in 
practice; however, in such cases, complete 
explanations should be provided. 


. Rule 3-16—General notes to financial state- 
ments. The introductory paragraph to this rule 
is being proposed to be expanded to require 
appropriate note references on the face of the 
financial statements for disclosures contained 
in footnotes. The current rule requires note 
references for only the disclosures specifically 
required by Rule 3-16; however, the pro- 
posed rule would also apply to disclosures re- 
quired by GAAP. 


. Rule 3-16(h)—Restrictions which limit the 
availability of retained earnings for dividend 
purposes. This rule is being proposed to be 
expanded to include a specific requirement to 
disclose any restriction on the payment of 
dividends including, (i) restrictions dependent 
on the achievement of certain levels of net in- 
come and (ii) payments by a subsidiary to its 
parent. The Commission believes that the 
current rule requires these disclosures; how- 
ever, contrary positions have been argued. 
The expansion of this rule will clarify the 
Commission's intended requirements. 


. Rule 3-16(m)—Depreciation, depletion, ob- 
solescence and amortization. This specific 
rule is proposed for deletion; however, certain 
of the present requirements, as well as cer- 
tain disclosure requirements from Article 5, 
have been combined and included in a pro- 
posed schedule. The specifics of the pro- 
posed requirements are discussed below in 
connection with the schedule revisions. The 
requirement to disclose the accounting treat- 
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ment for maintenance, repairs, renewals and 
betterments id proposed to be deleted. The 
Commission believes the general practice is 
for companies to expense maintenance and 
repairs and to capitalize renewals and bet- 
terments; however, if any other method is 
used, disclosure should be provided under the 
requirements of APB Opinion No. 22, “Disclo- 
sure of Accounting Policies.” Thus, the pres- 
ent specific requirement is considered un- 
necessary. 


. Rule 3-16(0)—/ncome tax expense. The 
present rule is proposed to be revised to 
modify the format and expand the content of 
the disclosures. As discussed in section | 
(Background-Income Taxes, see example), 
the proposed revision is intended to present 
the composition of the company’s current tax 
liability and to specifically associate with each 
component the income amounts that give rise 
to such tax provision. This proposed tax dis- 
closure requires a reconciliation of the total 
tax expense and income before tax amounts 
to the currently payable Federal income tax 
expense and the income to be taxed cur- 
rently. Aside from that change, the proposed 
rule requires information similar to that which 


is currently required in subparagraphs (1) and 
(3) of the existing rule. 


The Commission is also inviting commen- 
tators to consider and respond to whether 
subparagraph (2) of Rule 3-16(0) should be 
retained and, if so, in what form. The Com- 
mission believes that information concerning 
future cash outlays for income taxes, that are 
anticipated to substantially exceed income tax 
expense, is important. Information concerning 
future cash requirements and an enterprise’s 
liquidity are essential to users who are at- 
tempting to make rational investment or simi- 
lar decisions. Although important, this is a dif- 
ficult rule to enforce since the omission of 
disclosure cannot be recognized until the year 
after the disclosure should have been pre- 
sented. Therefore, in an attempt to make this 
rule more effective, comments with regard to 
retention and alteration are specifically re- 
quested. 


. Rule 4-11(1)(new)—Transactions with re- 
lated parties. The purpose of this new pro- 
posed rule is to (1) incorporate the disclosure 
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requirements of SAS No. 6, “Related Party 
Transactions,” into S-X and (2) to combine 
within one rule all the current S-X require- 
ments related to balances due to or from af- 
fillates and to other transactions with af- 
filiates. The Commission believes that this 
proposal will not change current disclosure 
practices concerning related party transac- 
tions. The present S-X requirements deal 
only with affiliates and are contained in Rules 
3-16(d); 5-02.3, .10, .11, .25, .29, .31, and 
.32; and 5-03.1A, B, and C, .2A, B and C, .7, 
.8, and .17 of S-X. The disclosure require- 
ments are now included in the proposed rule 
since the definition of related parties includes 
affiliates. The disclosure requirements con- 
tained in SAS No. 6 are being proposed to be 
included in S-X since GAAP does not include 
disclosure guidelines for transactions with 
related parties. 


It should also be pointed out that Rule 3-16(r) 
(Interest cost) reflects the changes effected in Ac- 
counting Series Release No. 272, dated November 
6, 1979. Reference is made to that release for a 
discussion of the recently adopted changes. With 
respect to Rule 3-17 (Current replacement cost 
information), reference is made to Accounting 
Series Release No. 271, dated October 23, 1979, 
in which the Commission announced its intention 
to delete the replacement cost rule for fiscal years 
ending on or after December 25, 1980. Since the 
deletion has been announced, the rule is not in- 
cluded in the text of the proposed rules below. 


Article 5. Commercial and Industrial 
Companies 


Article 5 contains line items for balance sheets and 
income statements which are to be filed by all 
registrants, except for registrants in certain spe- 
cialized industries. (See Rule 5-01 for a list of ex- 
cepted businesses.) As discussed above, the out- 
line of the items to be included in the financial 
statements is being retained; however, significant 
changes are being proposed herein concerning 
the individual rules of Article 5. These proposed 
changes fall into the same four categories as used 
for Article 3 and are discussed below according to 
the type of change. The present rule numbers are 
used in this discussion; however, the tabular guide 


presented in section II! of this release summarizes @® 
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the proposed changes and sets forth the proposed 
new rule numbers. 


The following is a discussion of the changes which 
are being proposed to delete the rules in Article 5 
which duplicate GAAP: 


1. Rule 5-02.2—Marketable securities. SFAS 
No. 12, “Accounting for Certain Marketable 
Securities,” prescribes the accounting re- 
quired for certain marketable equity securi- 
ties, thus obviating the need for such portion 
of this rule. Also, the first two sentences of 
this rule are unnecessary since GAAP de- 
fines a current asset. The proposed rule is 
revised specifically to cover current market- 
able securities which are covered by SFAS 
No. 12). 


. Rule 5-02.5—Unearned income. APB 
Opinion No. 6, “Status of Accounting Re- 
search Bulletins,” contains the requirement 
that such amounts be deducted from the re- 
lated receivable. 


: Rule 5-02.6—/nventories. The first sen- 
tence of the first paragraph and the second 
paragraph under subparagraph (b) of this 
rule are proposed for deletion since such 
information is presently required by ARB No. 
43, Chapter 4, “Inventory Pricing.” 


. Rule 5-02.12—Other security investments 
and Rule 5-02.13—Other investments. The 
requirements of Rule 5-02.13 are being pro- 
posed for combination with Rule 5-02.12. 
Also, since SFAS No. 12, “Accounting for 
Certain Marketable Securities,” prescribes 
the accounting and disclosure requirements 
for marketable equity securities, the rule has 
been revised to so indicate. The proposed 
rule is also revised to specify the disclosure 
necessary for non-current security invest- 
ments (other than marketable equity securi- 
ties) and other investments. 


. Rule 5-02.30—Unamortized debt discount 
and premium APB Opinion No. 21, “Interest 
on Receivables and Payables.” contains a 
disclosure requirement similar to this present 
rule. 


. Rule 5-02.35—Deferred credits. The last 
sentence of this rule is being proposed for 
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deletion since separate curent classification 
of deferred taxes is required by APB Opinion 
No. 11, “Accounting for Income Taxes.” 


. Rule 5-02.36—Reserves. SFAS No. 5, “Ac- 


counting for Contingencies,” sets forth the 
accounting and reporting requirements for 
loss contingencies. 


. Rule 5.03(a) and (b). The nature of items to 


be included in the income statement is gov- 
erned by APB Opinion Nos. 9 and 30, both 
titled “Reporting the Results of Operations,” 
and also by SFAS No. 16, ‘Prior Period Ad- 
justments.” 


. Rule 5-03.3A—Research and development 


expenses. SFAS No. 2, “Accounting for Re- 
search and Development Costs,” requires 
disclosure of research and development 
costs. 


. Rule 5-03.4—Selling, general and adminis- 


trative expenses. The requirement to dis- 
close unusual items is contained in APB 
Opinion No. 30, “Reporting the Results of 
Operations.” 


. Rule 5-03.9—Profits on securities and Rule 


5-03.12—Losses on securities. The re- 
quirements of these rules are contained in 
SFAS No. 12, “Accounting for Certain Mar- 
ketable Securities,’ and APB Opinion No. 
30, “Reporting the Results of Operations.” 


. Rule 5-.03.10—Miscellaneous other income 


and Rule 5-.0313—Miscellaneous income 
deductions. The information required by the 
last sentence of both these results is pres- 
ently contained in APB Opinion No. 30, ‘Re- 
porting the Results of Operations.” 


. Rule 5-03.11—/nterest and amortization of 


debt discount and expense. The FASB re- 
cently issued SFAS No. 34, “Capitalization 
of Interest Cost,” which established stand- 
ards for capitalizing and disclosing interest 
costs; thus, the present requirement to sepa- 
rately disclose different types of interest ex- 
pense appears to be no longer necessary or 
appropriate. 


. Rule 5-03.17—Equity in earnings of uncon- 


solidated subsidiaries and 50 percent or 
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less owned persons. APB Opinion No. 18, 
“The Equity Method of Accounting for In- 
vestments in Common Stock,” prescribes 
the disclosures that are required when the 
equity method of accounting is used. 


. Rule 5-03.19—Extraordinary items, less 
applicable tax. The accounting and disclo- 
sure requirements for extraordinary items is 
contained in APB Opinion No. 30, “Report- 
ing the Results of Operations,’ and SFAS 
No. 4, “Reporting Gains and Losses from 
Extinguishment of Debt.” 


. Rule 5-03.20—Cumulative effects of 
changes in accounting principles. APB 
Opinion No. 20, “Accounting Changes,” 
enumerates the disclosure requirements of 
the cumulative effects of accounting 
changes. 


. Rule 5-03.22—Earnings per share data. 
The requirements for computing and dis- 
closing earnings per share are contained in 
APB Opinion No. 15, “Earnings per Share,” 
and No. 30, ‘Reporting the Results of Oper- 
ations.” 


since the amounts are not usually signifi- 
cant, but, if significant, current practice 
would necessitate disclosure. Also, if divi- 
dends from related parties are material, dis- 
closure will be required by the proposed rule 
or related party transactions. 


. Rule 5-03.8—/nterest on securities. The 
reasoning for proposing to delete the re- 
quirements of this rule is the same as for 
Rule 5-03.7 above. 


The third type of proposed change is that made to 
clarify the present rules which may be subject to 
various interpretations and/or to modify the rules 
or the location of such rules to enhance the 
simplicity and readability of such requirements. 
The following proposed changes are of this type: 


1. Rule 5-02.3—Accounts and notes receiva- 
ble. Paragraphs (a) and (c) of this rule are 
being proposed to be revised to reflect the 
changes which result from adding a separate 
rule in Article 4 concerning related party 
transactions. Paragraph (b) is being pro- 
posed for transfer to revised Rule 4-07. 
Paragraphs (e), (f) and (g) are being pro- 
posed for revision to be presented in a more 


The second type of proposed change results from 
the changes necessitated by predominant current 
practices and/or changesin circumstances. The 
following proposed revisions or deletions are of 
this type: 


1. Rule 5-02.1—Cash and cash items. The 
first two sentences of this rule are proposed 
to be revised to delete the list of cash items 
required to be separately disclosed. Disclo- 
sure of cash which is restricted as to with- 
drawal or usage and the description of the 
provisions of such restrictions continue to be 
considered relevant disclosures. This pro- 
posed rule has been revised accordingly. 


. Rule 5-02.4—Allowances for doubtful ac- 
counts and notes receivable. It is common 
practice for companies to exclude from their 
receivables amounts which are known to be 
uncollectable; thus, this specific requirement 
is no longer necessary. 


. Rule 5-03.7—Dividends. The requirement 
to separately disclose dividends from differ- 
ent sources is being proposed for deletion 
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concise format; however, the requirements 
are unchanged. 


. Rule 5-02.7—Other current assets. The last 


sentence of this rule is proposed for deletion 
as being unnecessary. 


. Rule 5-02.—/ntangible assets. The list of 


the different types of intangible assets has 
been removed and the ruleis proposed to 
require separate disclosure of items which 
exceed 5% of total assets. This proposed 
change is consistent with other rules in this 
article which use a 5% significance test. 
Also the proposed rule would add a specific 
requirement to explain significant additions 
or deletions during the period. This repre- 
sents predominant practice and, therefore, 
should not require new disclosures. With the 
addition of this provision to the rule, the pro- 
visions of Schedules VII and VIll are being 
proposed for deletion. 


.Rule 5-02.18—Other assets; Rule 5- 


02.19—Prepaid expenses and deferred 
charges; Rule 5-02.20—Preoperating ex- 
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penses and similar deferrals; Rule 5- 
02.21—Deferred organization expense; 
Rule 5-02.22—Deferred debt expense; and 
Rule 5-02.23—Deferred commissions and 
expense on capital shares. The rule con- 
cerning other assets is being proposed to 
combine all the above noted rules into one 
by simply requiring disclosure of any other 
asset (not includable in other captions) 
which exceeds 5% of total assets. The pro- 
posed rule would also require disclosure of 
significant additions or deletions during the 
period. The reason for such a proposed re- 
quirement is explained in the paragraph 
above. 


. Rule 5-02.25—Accounts and notes pay- 
able. Paragraph (a) of this rule is proposed 
for revision as a result of adding a separate 
rule in Article 4 on related party transactions. 


. Rule 5-02.26—Accrued liabilities and Rule 
5-02.27—Other current liabilities. These 
two ruies are effectively combined in a pro- 
posed rule, and any item which exceeds 5% 
of total current liabilities would require sepa- 
rate disclosure. 


. Rule 5-02.32—Other long-term debt, and 
Rule 5-02.33—Other liabilities. These two 
rules are combined; thus, any other long- 
term liability in excess of 5% of total 
liabilities would require separate disclosure. 


. Rule 5-03(c). This proposed subparagraph 
has been rewritten as a result of the 
changes made in Rules 5-02.1 and .2 (see 
discussion below), but no change in the re- 
quirement is being proposed. 


. Rule 5-03.1A—Net sales of tangible prod- 
ucts; Rule 5-03.1B—Operating revenues of 
public utilities; and Rule 5-03.1C—Other 
revenues. These present rules are proposed 
to be combined primarily to make the rules 
more readable and understandable. Addi- 
tionally, a change is being proposed to lower 
the present percentage test for disclosing 
excise taxes from 10% to 1% of total sales 
and revenues. This change is being pro- 
posed since excise tax amounts which are 
less than 10% of sales and revenues are 
frequently significant to the reported tax 
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amount which includes the corresponding 
excise tax expense. 


. Rule 5-03.2A—Cost of tangible goods sold; 
Rule 5-03.2B—Operating expenses of pub- 
lic utilities, and Rule 5-03.2C—Costs and 
expenses applicable to other revenues. The 
combination of these rules are for the same 
reason as stated in the paragraph above. 


. Rules 5-03.14 and 5.03.15 (new rule num- 
bers) give effect to the GAAP requirements 
to disclose “income or loss from continuing 
operations” and “discontinued operations.” 


. Rule 5-03.20 (new rule)—Earnings appli- 
cable to common stock. The requirement to 
disclose this amount is presently contained 
in the “Summary of Operations” items of the 
various Securities Act and Securities Ex- 
change Act forms; however, the current re- 
quirements to present the summary of oper- 
ations are proposed for deletion in a concur- 
rent release. The Commission believes that 
disclosure of earnings applicable to common 
stock is important information and that such 
disclosure should be made in the income 
statement; therefore, this requirement is 
proposed to be transferred to Article 5. 


(It should also be noted that the require- 
ment to present the ratio of earnings to fixed 
charges is also contained in the “Summary 
of Operations” items to certain forms. The 
Commission's staff is presently reviewing 
the existing requirements and expects to 
recommend that the Commission issue a 
concept release focusing on the calculation 
and utility of this ratio.) 


The fourth type of proposed change to Article 5 is 
that made to improve present financial reporting 
and disclosure. The following changes are of this 
type: 


1. Rule 5-02.10—Securities of affiliates and 
other persons, and Rule 5--02.11— 
Indebtedness of affiliates and other per- 
sons—not current. The specific require- 
ments of these rules are proposed to be de- 
leted and replaced with a reference to the 
proposed rule on related party transactions. 
This proposed rule significantly expands the 
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present requirement to separately disclose 
investments in and receivables from af- 
filiates. 


. Rule 5-02.14—Property, plant and equip- 
ment. The specific requirements relating to 
property, plant and equipment have been 
transferred to a proposed schedule and ex- 
panded. See the discussion below regarding 
the changes proposed to be made in Sched- 
ules V and VI. 


. Rule 5-02.29—Bonds, mortgages and 
similar debt. The specific requirement to 
separately disclose amounts owed to af- 
filiates is being proposed to be deleted and 
replaced with a reference to the proposed 
rule on related party transactions. 


. Rule 5-02.31—/ndebtedness to affiliates 
and other persons—not current. The spe- 
cific requirements of this rule are being pro- 
posed to be deleted and replaced with a ref- 
erence to the proposed new rule on related 
party transactions. 


It should also be pointed out that Rule 5-04 
(What schedules are to be filed) is also proposed 
to be revised as a result of the changes proposed 
for Article 12. See below for a discussion of such 
proposed changes to the schedules except for 
Schedule XV (Other Securities) for which there is 
no corresponding rule in article 12. This schedule 
is being proposed for deletion which is consistent 
with the elimination of Rules 12-10, 12-14 and 
12-15. Schedule XV was intended to provide dis- 
closures similar to those required by the above 
rules, but for other classes of securities. 


Article 12. Form and Content of Schedules 


Article 12 of S-X prescribes the form and content 
of the schedules required by other Articles of S-X. 
The proposed changes to Article 12 fall into four 
categories discussed previously and are treated 
below according to the reason for the change. Cor- 
responding changes are being proposed to other 
Article of S-X and the Forms which are affected by 
the changes proposed to Article 12. Generally, the 
proposed revisions to other Articles of S-X and the 
Forms, as a result of changes in Artice 12, ilnvolve 
the elimination of a requirement to provide disclo- 
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sure required by a rule proposed for deletion or to 
otherwise conform disclosure requirements. The 
present rules in Article 12 which are proposed for 
deletion (or partial deletion) for this reason are as 
follows (designated by present rule numbers): 


1. Rule 12-08—/ntangible Assets, Preoperating 
Expenses and Similar Deferrals and Rule 12- 
-09—Accumulated Depreciation and Amorti- 
zation of Intangible Assets. APB Opinion No. 
17, “Intangible Assets,” establishes account- 
ing and disclosure standards for intangible 
assets. Rule 12-08 is proposed to be deleted 
since proposed Rules 5-02.15 and 5-02.17 
have been expanded to require disclosure of 
any significant additions or deletions of intan- 
gible assets or deferred charges, and pro- 
posed Rule 4-11(m) requires disclosure of 
depreciation and amortization of intangible 
assets, preoperating costs and similar defer- 
rals. 


The second type of change involves changes to 
conform to predominant current practice. The title 
of Rule 12-13 is being proposed for revision to 
eliminate the words “and reserves.” The use of the 
word “reserve” to designate valuation and qual- 
ifying accounts is not consistent with current 
usage of terminology. 


The third type of change being proposed is that 
made to enhance the simplicity and readability of 
the rule requirements by clarifying the rules which 
are presently subject to various interpretations. It 
is proposed that the following requirements be 
deleted from Article 12 since the disclosures 
sought are adequately provided by other rules: 


1. Rule 12-10—Bonds, mortgages and similar 
debt. The Commission believes the disclo- 
sures required by Rule 5-02.29 and the pro- 
posed rule on related party transactions will 
adequately provide the relevant information 
presently sought by Rule 12-10. 


. Rule 12-14—Capital shares. The Commis- 
sion believes that the disclosures prescribed 
by present Rules 5-02.38, .39, .40, .41 and 
the proposed rule on related party transac- 
tions will generally provide the disclosures 
sought by the present rule. 


Volume 19, No. 4, January 29, 1980 





3. Rule 12-15—Warrants or rights. The essen- 


e . 


tial requirements of this Rule are presently 
contained in Rule 3-16(p). 


. Rule 12-16—Supplementary income state- 
ment information. Rule 12-16 is proposed 
for deletion; however, the present require- 
ments which are not required by GAAP are 
proposed to be transferred to a disclosure 
rule in Article 4. The requirements to report 
rents and depreciation, depletion and amor- 
tization of property, plant and equipment are 
presently required by SFAS No. 13, “Ac- 
counting for Leases,” and APB Opinion No. 
12, “Omnibus Opinion-1967,” respectively, 
and therefore are proposed to be deleted. 


The fourth type of proposed change to Article 12 is 
being made to improve present financial reporting 
and disclosure. After considering the disclosure 
rules presently in effect, the Commission believes 
that improvements can be made in the disclosures 
provided. The following is a discussion of such 
proposed changes.: 


1. Rule 12-03—Amounts receivable from un- 
derwriters, promoters, directors, officers, 
employees, and principal holders and Rule 
12-04—/nvestment in, equity in earnings of, 
and dividends received from affiliates and 
other persons. The scope of these rules are 
being proposed for expansion to encompass 
a broader group of persons defined as re- 
lated parties in the auditing literature and to 
be consistent with new Rule 4-11(1) and the 
definition of related parties proposed in Rule 
1-02(t). The Commission is also proposing 
that the reporting level of Rule 12-03 be re- 
vised from an aggregate indebtedness of 
$20,000 or 1 percent of total assets, which- 
ever is less, to an aggregate indebtedness of 
$100,000 or 1 percent of total assets, 
whichever is less. 


. Rule 12-05—/ndebtedness of affiliates and 
other persons—not current. Rule 12-05 is 
being proposed for expansion to also include 
the disclosures presently prescribed by Rule 
12-11 and to require an analysis of changes 
in balances. The combination of the sched- 
ules prescribed by Rules 12-05 and 12-11 


Volume 19, No. 4, January 29, 1980 


places related disclosures in juxtaposition. 
The analysis of the change in balances pro- 
vides increased information concerning 
transactions between affiliates and other 
persons. 


. Rule 12-06—Property, plant and equip- 
ment. This rule is being proposed for expan- 
sion in several areas. Disclosure of addi- 
tional information is being proposed con- 
cerning composition of assets, and the 
methods and rates of depreciation, depletion 
or amortization. In addition to disclosing 
property, plant and equipment by major 
classification, assets or homogeneous 
groups which comprise 25 percent or more 
of a major class of property, plant and 
equipment, and material amounts of fully 
depreciated assets still in service and idle 
assets are being proposed for disclosure in 
the schedule. By obtaining a more detailed 
analysis of the composition of assets, more 
specific information will be provided with re- 
spect to additions and retirements or other 
dispositions of assets. More specific disclo- 
sure of the rates and methods of deprecia- 
tion, depletion or amortization and the re- 
lated charges to income in relationship to the 
related assets is also being proposed. 


The proposed requirements of Rule 12-06 
are intended to provide more meaningful in- 
formation concerning investments in prop- 
erty, plant and equipment and charges for 
depreciation, depletion and amortization. 


lll. REFERENCE TABLE OF RULE CHANGES. 


The table which follows is presented to enable the 
reader to trace each of the current rules to its pro- 
posed rule number or to identify which current 
rules are being proposed for deletion. Very brief 
indications of the proposed changes are also pro- 
vided. The discussions in section II of this release 
provide the detailed explanation of each proposed 
change and deletion. No discussion is provided for 
rules in which no changes are proposed. The table 
is intended only as a guide to go from the present 
to the proposed rule numbers; therefore, the pro- 
posed rules and the discussion of changes should 
also be read in conjunction with this table. 
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Present Rule Proposed Rule 








ARTICLE 3: 





210.3-01(a) 210.4-Ol(a) Minor wording 
revisions in the first sentence. 
Second sentence moved from 
present rule 210.3-06. 
210.3-01(b) 210.4-01(b) First sentence 
revised. Second sentence 
deleted. 


210.3-0l(c) 210.4-Ol(c) No change. 


210.3-02 


210.3-03 


210.3-04 
210.3-05 


210.3-06 


210.3-07 
210.3-08 


210.3-09 


210.3-10 


210.3-11 
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210.4-02 


210.4-03 


No change. 


Minor wording 


revision in paragraph (a). 
Paragraph (c) also revised. 


210.4-04 


Deleted. 


No change. 


First sentence moved to 


210.4-01(a). 


deleted. 
Deleted. 
Deleted. 


210.4-05 
rule. 


210.4-06 


210.4-07 


Second sentence 


Minor revisions to 


No change. 


Revised and present 


rule 210.3-12 combined with this 


rule. 
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Present Rule 





ARTICLE 3 (continued): 





210 /3=12 


210.3-13 


210.3-14 


210.315 


210.3-16 


210.3-16(a) 
210.3-16(b) 
210.3-16(c) 
210.3-16(d) 
210.3-16(e) 


210.3-16(f) 


210.3-16(9g) 
210.3-16(h) 


210.3-16(i) 
210.3-16(3) 
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Proposed Rule 





Combined with present rule 
210.311. 


210.4-08 Minor revisions to 
rule. 


210.4-09 Minor revisions to 
recognize changes made in ASR 
No. 268. 


210.4-10 Minor revisions to 
recognize changes made in ASR 
No. 268. 


210.4-11 Expanded to recog- 
nize GAAP requirements and to 
require appropriate cross- 
referencing to footnote disclo- 
sures. 


210.4-1ll(a) No change. 
Deleted. 
210.4-11(b) No change. 
Deleted. 


210.4-l1ll(c) Minor revisions to 
rule. 


210.4-11(d) Subparagraphs (1), 
(2), (3)(i), and (3)(ii) deleted. 
Minor revisions to remainder of 
rule. 

Deleted. 


210.4-ll(e) Requirements of 
the rule are clarified. 


Deleted. 
Deleted. 
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Present Rule Proposed Rule 








ARTICLE 3 (continued): 





210.3-16(k) 210.4-11(£) No change. 
210.3-16(1) Deleted. 
210.3-16(m) Deleted. 
210.3-16(n) Deleted. 


210.3-16(0) 210.4-11(g) Subparagraphs (1) 
and (3) revised and expanded. 


210.3-16(p) 210.4-1l(h) No change. 


210.3-16(q) 210.4-11(i) Most of the rule 
is deleted but the references 
to SFAS No. 13, "Accounting 
for Leases," continue the 
current requirements. 


210.3-16(r) 210.4-11(j) No change from the 
rule adopted in Accounting e 


Series Release No. 272 
(November 6, 1979). 


210.3-16(s) 210.4-11(k) No change. 


210.3-16(t) Moved to Item 12 of 
Regulation S-K. 


210.3-17 210.4-12 No change but also 
see Accounting Series Release 
No. 271 (October 23, 1979). 

210.3-18 210-4-13 No change. 


ARTICLE 5 





210.5-01 210.5-01 No change. 
210.5-02 210.5-02 No change. 


210.5-02.1 210=-5-02.1 Minor revisions 
to the rule. 
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ARTICLE 5 (continued): 





210.5-02.2 


210.5-02.3 


210.5-02.4 


210.5-02.5 


210.5-02.6 


210.5-02.7 


210.5-02.8 
210.5-02.9 


210.5-02.10 


210.5-02.11 


210.5-02.13 
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Proposed Rule 





210.5-02.2 Revised to recog- 
nize current GAAP requirements. 


210.5-02.3 Subparagraphs (a) 
revised; (b) deleted; (c) dele- 
ted; (d) through (g) combined. 


210.5-02.4 Caption only 
retained. 


210.5-02.5 Caption only 
retained. 


210.5-02.6 A portion of the 
first and second paragraphs of 
subparagraph (b) deleted. 


210.5-02.7 Last sentence 
deleted. 


210.5-02.8 Reference deleted. 
210.5-02.9 No change. 


210.5-02.10 Caption only 
retained with a reference to 
proposed rule 210.4-11(1) 
being added. 


210.5-02.11 Caption only 
retained with a reference to 
proposed rule 210.4=-11(1) 
being added. 


210.5-02.12 Revised to recog- 
nize current GAAP requirements 
and to combine the requirements 
of present rule 210.5-02.13. 


Deleted. Requirement combined 
with 210.5-02.12. 
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ARTICLE 5 (continued): 





210.5-02.14 210.5-02.13 Subparagraph (a) 
revised; subparagraph (b) 
revised to delete part of next 
to last sentence and all of last 
sentence. 


210.5-02.15 210.5-02.14 No change. 


210.5-02.16 210.5-02.15 Present requirement 
revised and expanded. 


210.5-02.17 210.5-02.16 No change. 


210.5-02.18 210.5-02.17 Present requirement 
revised and expanded. 


210.5-02.19 Deleted. 

210.5-02. 20 Deleted. 

210.5-02.21 Deleted. 

210.5-02.22 Deleted. 

210.5-02.23 Deleted. 

210.5-02.24 210.5-02.18 No change. 

210.5-02.25 210.5-02.19 Minor revisions to 
Subparagraph (a). No change in 
subparagraphs (b) and (c). 


210.5-02. 26 Deleted. Requirement combined 
with present rule 210.5-02.27. 


210.5-02.27 210.5-02.20 Revised to also 


include the present requirements 
of 210.5-02.26. 


210.5-02. 28 210.5-02.21 No change. 
210.5-02.29 210.5-02.22 Minor revisions 


in subparagraph (a); no change 
in subparagraph (b). 
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ARTICLE 5 (continued): 





210.5-02.30 
210.5-02.31 


210.5-02.32 
210.5-02.33 
210.5-02.34 
210.5-02.35 


210.5-02.36 
210.5-02.37 
210.5-02.38 
210.5-02.39 
210.5-02.40 
210.5-02.41 
210.5-02.42 


210.5-03 


210.5-03.1A 


210.5-03.2A 


210.5-03.3A 


Volume 19, No. 4, January 29, 1980 


Proposed Rule 





Deleted. 

210.5-02.23 Caption only 
retained with a reference to 
proposed rule 210.4-11(1) 
being added. 

Deleted. 

210.5-02.24 No change. 
210.5-02.25 No change. 


210.5-02.26 Revised to 
last sentence. 


Deleted. 

210.5-02.27 No change. 
210.5-02.28 No change. 
210.5-02.29 No change. 
210.5-02.30 No change. 
210.5-02.31 No change. 
210.5-02.32 No change. 
210.5-03 Subparagraphs (a) 
and (b) deleted; minor revisions 
made to subparagraph (c). 
210.5-03.1 Minor revisions 
made and combined with present 
rules 210.5-03.1B and oa) Lag 
210.5-03.2 Minor revisions 
made and combined with present 


rules 210.5-03.2B and .2C. 


Deleted. 
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Proposed Rule 








210.5-03.1B 


210.5-03.2B 


210.5-03.1C 


210.5-03.2C 


210.5-03.3 


210.5-03.4 


210.5-03.5 
216.5-03.6 


210.5-03.7 


210.5-03.8 
210.5-03.9 
210.5-03.10 


210.5-03.11 


210.5-03.12 


210.5-03.13 
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210.5-03.1 210.5-03.1A 
above. 


210.5-03.2 See 210.5-03.2A 
above. 


210.5-03.1 See 210.5-03.1A 
above. 


210.5-03.2 See 210.5-03.2A 
above. 


210.5=-03.3 No change except 
for reference to preceding 
rules. 


210.5-03.4 Caption only 
retained. 


210.5-03.5 No change. 
210.5-03.6 No change. 
210.5-03.7 Revised and 
combined with present Rules 
210.5-03.8, 9, and «10. 
See 210.5-03.7 above. 

See 210.5-03.7 above. 


See 210.5-03.7 above. 


210.5-03.8 Caption only 
retained. 


210.5-03.9 Revised and 
combined with present rule 
210.5-03.13. 


210.5-03.9 Revised and 


combined with vresent rule 
210.5-03.12. 
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Present Rule 








210.5-03.14 
210.5-03.15 
210.5-03.16 
210.5-03.17 
210.5-03.18 
210.5-03.19 


210.5-03.20 


210.5-03.21 
210.5-03.22 


210.5-04 


ARTICLE 12: 





210.12-01 
210.12-02 


210.12-03 


210.12-04 


210.12-05 


210.12-06 
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Proposed Rule 





210.5-03.10 change. 
210.5-03.11 change. 
210.5-03.12 change. 
210.5-03.13 change. 
210.5-03.16 No change. 


210.5-03.17 Caption only 
retained. 


210.5-03.18 Caption only 
retained. 


210.5-03.19 No change. 


210.5-03.21 Caption only 
retained. 


210.5-04 The changes made 

to this rule are as a result of 
the revisions made in Article 

12 (see below) and a renumbering 
of schedules. 


210.12-01 No change. 
210.12-02 No change. 
210.12-03 Revised and 
expanded to include related 
parties. 


210.12-04 Expanded to include 
related parties. 


210.12-05 Format of schedule 
changed and combined with pres- 
ent 210.12-ll. 


210.12-06 Expanded and format 
revised. 
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ARTICLE 12 (continued): 





210.12-07 
210.12-08 
210.12-09 
210.12-10 
210.12-11 
210.12=12 
210.12-13 
210.12-14 
210.12-15 


210.12-16 


210.12-17 
210.12-18 
210.12-19 
210.12-20 
210.12-21 
210.12-22 
210.12-23 
210.12-24 
210.12=-25 
210.12-26 


210.12-27 
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Proposed 


Rule 





210.12-07 
Deleted. 
Deleted. 
Deleted. 
Combined 
210.12-08 
210.12-09 
Deleted. 
Deleted. 
Eliminate 
closures 
requireme 
210.4=-11( 
Previousl 
Previousl 
210.12-10 
Previousl 
210.12-11 
210.12-12 
Previousl 
Previousl 
Previousl 
Previousl 


210.12-13 


No change. 


with 210.12-05 
No change. 


Revised title. 


d part of present dis- 
and moved remaining 
nts to proposed rule 
m). 
y revoked. 
y revoked. 
No change. 
y revoked. 
No change. 
No change. 
y revoked. 
y revoked. 
y revoked. 


y revoked. 


No change. 
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© ARTICLE 12 (continued): 


Proposed Rule 








210.12-28 
210.12-29 
210.12-30 
210.12-31 
210.12-3la 
214.044" 34 
210.12-33 
210.12-34 
210.12=-35 
210.12-36 
210.12=37 
210.12-38 
210.12=39 
210.12-40 
210.12-41 
210.12-42 
210.12-43 


Previously revoked. 


210.12-14 


No 


change. 


Previously revoked. 


210.12-15 
210.12-16 


No 


No 


change. 


change. 


Previously revoked. 


210.12-17 
210.12-18 
210.12-19 
210.12-20 
210.12-21 
210.12-22 
210.12-23 
210.12-24 
210.12=-25 
210.12-26 


210.12-27 


No 


No 


No 


No 


No 


No 


No 


No 


No 


No 


No 


change. 
change. 
change. 
change. 
change. 
change. 
change. 
change. 
change. 
change. 


change. 


The Commission recognizes that there are numer- 
ous cross-references in other articles of S-X to the 
rules which are proposed to be deleted, revised or 
renumbered in this release. Changes in such cross 
references are not being made in this release, but 
instead such changes will be made in conjunction 
with the adoption of final rules. 


IV. REQUESTS FOR COMMENTS 


All interested persons are invited to submit their 
views and comments concerning the amendments 
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proposed herein in triplicate to George A. Fitzsim- 
mons, Secretary, Securities and Exchange Com- 
mission, 500 North Capital Street, Washington, 
D.C. 20549. All comments should be received no 
later than April 30, 1980. Such communications 
should refer to File S7-818 and will be available 
for public inspection. 


V. TEXT OF PROPOSED AMENDMENTS 


The Commission hereby proposes to amend 17 
CFR Chapter II as follows: PART 210 - FORM AND 
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CONTENT OF FINANCIAL STATEMENTS, SE- 
CURITIES ACT OF 1933, SECURITIES EX- 
CHANGE ACT OF 1934, PUBLIC UTILITY 
HOLDING COMPANY ACT OF 1935, INVEST- 
MENT COMPANY ACT OF 1940, AND ENERGY 
POLICY AND CONSERVATION ACT OF 1975 


1. By adding a new paragraph (t) to §210.1-02 and 
by redesignating the former paragraphs (t) through 
(y). 


§210.1-02 Definitions of terms used in Regulation 
S-X (17 CFR Part 210). 


* * 


(t) Related parties. The term ‘related parties” 
means the registrant; its affiliates; principal own- 
ers, management, and members of their im- 
mediate families; entities for which investments 
are accounted for by the equity method; and any 
other party with which the reporting entity may 
deal when one party has the ability to significantly 
influence the management or operating policies of 
the other, to the extent that one of the transacting 
parties might be prevented from fully pursuing its 
own separate interests. Related parties also exist 
when another entity has the ability to significantly 
influence the management or operating policies of 
the transacting parties or when another entity has 
an ownership interest in one of the transacting 
parties and the ability to significantly influence the 
other, to the extent that one or more of the trans- 
acting parties might be prevented from fully pur- 
suing its own separate interests. For purposes of 
this definition, the terms (1) ‘‘principal owner” 
means the owner(s) of record or known beneficial 
owner(s) of more than 10% of the voting interests 
of the reporting entity, and (2) “management’’ 
means any person(s) having responsibility for 
achieving the objectives of the organization and 
the concomitant authority to establish the policies 
and to make the decsions by which such objecties 
are to be pursued. 


(u) No change from former paragraph (t) 
(v) No change from former paragraph (u) 
(w) No change from former paragraph (v) 
(x) No change from former paragraph (w) 
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(y) No change from former paragraph (x) 


(z) No change from former paragraph (y) 


2. By deleting 2210.2-02(e). 


§210.2-02 Accountants’ reports. 


* * * 


(e) Deleted. 


* 


3. By revising Article 4 to read as follows: 


RULES OF GENERAL APPLICATION 
§210.4-01 Form, order, and terminology. 


(a) Financial statements should be filed in such 
form and order, and should use such generally ac- 
cepted terminology, as will best indicate their sig- 
nificance and character in the light of the provi- 
sions applicable thereto. The information required 
with respect to any statement shall be furnished as 
a minimum requirement to which shall be added 
such further material information as is necessary 
to make the required statements, in the light of the 
circumstances under which they are made, not 
misleading. 


(b) All money amounts required to be shown in fi- 
nancial statements may be expressed in whole 
dollars or multiples thereof, as appropriate: Pro- 
vided, That, when stated in other than whole dol- 
lars, an indication to that effect is inserted im- 
mediately beneath the caption of the statement of 
schedule, at the top of the money columns, or at 
an appropriate point in narrative material. 


(c) Negative amounts (red figures) shall be shown 
in brackets or parentheses and so described in the 
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related caption, columnar heading or a note to the 
statement or schedule, as appropriate. 


§210.4-02 Items not material. 


If the amount which would otherwise be required 
to be shown with respect to any item is not mate- 
rial, it need not be separately set forth (but see 
Release No. AS-41). 


§210.4-03 Inapplicable captions and omission of 
unrequired or inapplicable financial statements. 


(a) No caption should be shown in any financial 
statement as to which the items and conditions are 
not present. 


(b) Financial statements not required or inappli- 
cable because the required matter is not present 
should not be filed. 


(c) The reasons for the omission of any required 
financial statements shall be indicated. 


§210 4-04 Omission of substantially identical 
notes. 


If a note covering substantially the same subject 
matter is required with respect to two or more fi- 
nancial statements relating to the same or af- 
filiated persons, for which separate sets of notes 
are presented, the required information may be 
shown in a note to only one of such statements: 
Provided, That a clear and specific reference 
thereto is made in each of the other statements 
with respect to which the note is required. 


§210.4-05 Valuation and qualifying accounts. 


Valuation and qualifying accounts shall be shown 
separately in financial statements as deductions 
from the specific assets to which they apply or 
parenthetically on the face of the statements. 


§210.4-06 Basis of determining amounts—book 
value. 


If an instruction requires a statement as to “the 
basis of determining the amount,” the basis shall 
be stated specifically. The term “book value” will 
not be sufficiently explanatory unless, in a par- 
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ticular instruction, it is stated to be acceptable with 
respect to a particular item. 


§210.4-07 Current assets and current liabilities. 


lf a company’s normal operating cycle is longer 
than one year, generally recognized trade prac- 
tices should be followed with respect to the inclu- 
sion or exclusion of items in current assets or cur- 
rent liabilities. An appropriate explanation of the 
circumstances should be made and, if practicable, 
an estimate given of the amount not realizable or 
payable within one year. The amounts maturing in 
each year (if practicable) along with the interest 
rates or range of rates shall also be disclosed. 
(See also Release No. AS-102). 


§210.4-08 Reacquired evidences of indebted- 
ness. 


Reacquired evidences of indebtedness shall be 
deducted from the appropriate liability caption. 
However, reacquired evidences of indebtedness 
held for pension and other special funds not re- 
lated to the particular issues may be shown as as- 
sets: Provided, That there be stated the amount of 
such evidences of indebtedness, the cost thereof, 
the amount at which stated, and the purpose for 
which acquired. 


§210.4-09 Reacquired shares. 


Reacquired shares not retired shall be shown 
separately as a deduction from the applicable ac- 
count(s) at either par, stated value, or cost, as ap- 
propriate or as circumstances require. 


§210.4-10 Discount on shares. 


Discount on shares, or any unamortized balance 
thereof, shall be shown separately as a deduction 
from the applicable account(s) as circumstances 
require. 


§210.4-11 General notes to financial statements. 
(See Release No. AS-4). 


It should be recognized that generally accepted 
accounting principles must be followed in prepar- 
ing financial statements filed with the Commission. 
However, certain additional disclosures are re- 
quired by this rule and other rules in this Regula- 
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tion and, therefore, must also be included in the 
financial statements being filed. 


If applicable to the person for which the financial 
statements are filed, the following shall be set forth 
on the face of the appropriate stateement or in ap- 
propriately captioned notes. If disclosure is pro- 
vided in a note, appropriate cross-references to 
the applicable notes should be contained on the 
face of the statement. Appropriate cross- 
references should also be made to the disclosures 
required by generally accepted accounting princi- 
ples. The information shall be provided for each 
statement required to be filed, except that the in- 
formation required by items (b), (c), (d), (e), (f), 
and (h) shall be provided as of the most recent au- 
dited balance sheet and any subsequent unau- 
dited balance sheet being filed. When specific 
statements are presented separately, the pertinent 
notes shall accompany such statements unless 
cross-referencing is appropriate. 


(a) Principles of consolidation or combination. 
With regard to consolidated or combined financial 
statements, refer to §§210.3A-01 to 3A-08 for re- 
quirements for supplemental information in notes 
to the financial statements. 


(b) Assets subject to lien. Assets mortgaged 
pledged, or otherwise subject to lien, and the ap- 
proximate amounts thereof, shall be designated 
and the obligations collateralized briefly identified. 


(c) Defaults. The facts and amounts concerning 
any default in principal, interest, sinking fund, or 
redemption provisions with respect to any issue of 
securities or credit agreements, or any breach of 
convenant of a related indenture or agreement, 
which default or breach existed at the date of the 
most recent balance sheet being filed and which 
has not be subsequently cured, shall be stated in 
the financial statements. If a default or breach 
exists but acceleration of the obligation has been 
waived for a stated period of time beyond the date 
of the most recent balance sheet being filed, state 
the amount of the obligation and the period of the 
waiver. 


(d) Preferred shares. (1) Aggregate preferences 
on involuntary liquidation, if other than par or 
stated value, shall be shown parenthetically in the 
equity section of the balance sheet. (2) Disclosure 
shall be made of any restriction upon retained 
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earnings that arises from the fact that upon in- 
voluntary liquidation the aggregate preferences of 
the preferred shares exceeds the par or stated 
value of such shares. 


(e) Restrictions which limit the availability of re- 
tained earnings or net income for dividend pur- 
poses (see Release No. AS-35). Describe the 
most restrictive of any such restrictions, other than 
as reported in paragraph (d) of this section, but in- 
cluding any restriction on the payment of dividends 
of a subsidiary to the parent, indicating briefly its 
source, its pertinent provisions, and, where appro- 
priate and determinable, the amount of retained 
earnings or net income (1) so restricted, or (2) free 
of such restrictions. 


(f) Significant changes in bonds, mortgages and 
similar debt. Any significant changes in the au- 
thorized or issued amounts of bonds, mortgages 
and similar debt since the date of the latest bal- 
ance sheet being filed for a particular person or 
group shall be stated. 


(g) Income tax expense. (1) Amounts applicable 
to United States Federal income taxes, to foreign 
income taxes and to other income taxes shall be 
stated separately for each major component of in- 
come tax expense. Amounts applicable to foreign 
or other income taxes each of which are less than 
five percent of the total of the major component 
need not to be separately disclosed. 


(2) If it is expected that the cash outlay for in- 
come taxes with respect to any of the succeeding 
three years will substantially exceed income tax 
expense for such year, that fact should be dis- 
closed together with the approximate amount of 
the excess, the year (or years) of occurrence and 
the reasons therefor. 


(3) Provide a reconciliation in comparative form 
between items (i) and (ii) (below) showing the 
estimated dollar amount for each of the items 
comprising the differences between such amounts. 


(i) Reported income (loss) before income tax 
expense (benefit) and the related income tax 
expense (benefit). 


(ii) Current Federal taxable income (loss) (an- 
ticipated to be reported on the appropriate tax 
form; this amount may be other than that wen’ 
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is applicable to U.S. Federal taxable income if 
the reporting entity is not a U.S. corporation) 
and the related current tax expense (benefit). 


The reconciliation should commence with income 
and related income tax expense as reported in the 
financial statements; from these amounts should 
be deducted foreign income and related taxes, 
state and local income taxes, permanent differ- 
ences, etc., arriving at a subtotal which constitutes 
reported income upon which taxes, relating to the 
reporting company’s country of incorporation, are 
provided in the financial statements. From these 
totals, timing differences and their related tax ef- 
fects should be deducted, arriving at the amounts 
identified in (ii) above. The components (i.e., per- 
manent differences, timing differences, etc.) of 
foreign income and the related taxes, if applicable, 
should be shown separately. [An example of this 
format, see section | of this proposal, will be in- 
cluded with the final rules, if adopted.] The calcu- 
lation of current tax expense should be presented 
indicating income multiplied by the applicable 
rate(s) (i.e., statutory rate, capital gains rate, or 
applicable foreign rates if the reporting person is a 
foreign entity) less applicable credits. If no indi- 
vidual reconciling item amounts to more than five 
percent of the amount computed by multiplying in- 
come before tax by the applicable statutory Fed- 
eral income tax rate, and the total difference to be 
reconciled is less than five percent of such 
amount, no reconciliation need be provided unless 
it would be significant in appraising the trend of 
earnings. However, the calculation of the current 
tax expense should be presented. Reconciling 
items that are individually less than five percent of 
the computed amount may be aggregated in the 
reconciliation. 


(h) Warrants or rights outstanding. \Information 
with respect to warrants or rights outstanding at 
the date of the related balance sheet shall be set 
forth as follows: 


(1)Title of issue of securities called for by war- 
rants or rights. 


(2) Aggregate amount of securities called for by 
warrants or rights outstanding. 


(3) Date from which warrants or rights are exer- 
cisable. 
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(4) Price at which warrant or right is exercisable. 


(i) Leased assets and lease commitments. (1) 
Leased assets and lease commitments of regu- 
lated enterprises subject to the rate-making 
process. (i) Paragraph (1) of this section is ap- 
plicable to all regulated enterprises subject to 
the rate-making process that do not record cap- 
ital leases as assets with associated liabilities. 


(ii) The following information shall be provided 
for capital leases covered by this rule: 


(A) As of the date for each required balance 
sheet, the aggregate amounts of the assets and 
liabilities that would have been recorded in the 
accounts had all leases meeting the definition of 
a capital lease been recorded. 


(B) For each period for which an income 
statement is required, the aggregate effect on 
expenses had all assets obtained through 
leases meeting the definition of a capital lease 
been recorded as assets with associated 
liabilities and any aditional information man- 
agement believes is necessary as to the rate- 
making process. 


(2) Leased assets and lease commitments of 
enterprises which are not covered by paragraph 
(1). The financial statement requirements in SFAS 
No. 13, “Accounting for Leases,” shall be applied 
in financial statements filed for fiscal years ended 
after December 24, 1978 with regard to all leases 
except for companies where a problem, as defined 
below, exists. The problem and its potential impact 
should be disclosed in the footnotes to the finan- 
cial statements. For purposes of this paragraph 
“problem” is defined as: that situation where 
capitalization of capital leases as defined in SFAS 
No. 13 would result in the violation or probable fu- 
ture violation expected to occur prior to fiscal 
years beginning after December 31, 1980 of a re- 
Strictive clause in an existing loan indenture or 
other agreement. 


(j) Interest cost. Disclosure shall be provided for 
each period for which an income statement is pre- 
sented of the amount of interest cost incurred and 
the respective amounts expensed or capitalized. 


(k) Disagreements on accounting and financial 
disclosure matters. If, (1) within the twenty-four 
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months prior to the date of the most recent finan- 
cial statements, a Form 8-K has been filed report- 
ing a change of accountants, (2) included in the 
Form 8-K there was a reported disagreement on 
any matter of accounting principles or practices or 
financial statement disclosure, (3) during the fiscal 
year in which the change of accountants took 
place or during the subsequent fiscal year there 
have been any transactions or events similar to 
those which involved the reported disagreement, 
and (4) such transactions or events were material 
and were accounted for or disclosed in a manner 
different from that which the former accountants 
apparently would have concluded was required, 
state the existence and nature of the disagreement 
and also state the effect on the financial state- 
ments if the method had been followed which the 
former accountants apparently would have con- 
cluded was required. These disclosures need not 
be made if the method asserted by the former ac- 
countants ceases to be generally accepted be- 
cause of authoritative standards or interpretations 
subsequently issued. 


(1) Transactions with related parties. 


(1) The financial statements filed shall disclose 
transactions with, investments in, and balances 
due to or from related parties that are material, indi 
vidually or in the aggregate. This disclosure should 
include the following: 


(i) The nature of the relationship(s). 


(ii)iA description of the transactions (sum- 
marized when appropriate) for the periods for 
which an income statement is presented, in- 
cluding amounts, if any, and such other informa- 
tion as is deemed necessary to an understand- 
ing of the effects on the financial statements. 


(iii) The dollar volume of transactions and the 
effects of any change in the method of 
establishing terms from that used in the pre- 
ceding period. 


(iv) Amounts due to or from related parties and, 
if not otherwise apparent, the terms and manner 
of settlement. 


(v) Amount of investments in related parties. 


(2) In cases where separate financial statements 
are presented for the registrant, certain investees, 
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or subsidiaries, separate disclosure shall be made 
in such statements of the amounts in the related 
consolidated financial statements which are (i) 
eliminated and (ii) not eliminated. Also, any inter- 
company profits or losses resulting from transac- 
tions with related parties and not eliminated and 
the effects thereof shall be disclosed. 


(3) Disclosure should be made on the face of the 
balance sheet, income statement, or statement of 
changes in financial position for any material re- 
lated party receivable or payable; revenue, ex- 
pense, gain or loss; or cash flows, respectively. 
Relevant details regarding these amounts should 
be provided in the footnotes. 


(4) With respect to the classification of current 
amounts due from related parties, consideration 
should be given to the intent and the net current 
asset position of such related parties in determin- 
ing whether such recievable justifies a current 
classification. 


(m) Supplementary income statement information. 
The following information with respect to certain 
income statement items shall be disclosed in a 
note to the financial statements, if such item ex- 
ceeds one percent of total sales and revenues as 
reported in the related income statement: 


(1) Maintenance and repairs. 
(2) Depreciation and amortization of intangible 


assets, preoperating costs and similar deferrals. 
(State separately each category of cost itemized.) 


(3) Taxes, other than income taxes. (State sepa- 
rately each category of tax which exceeds one 
percent of total sales and revenues.) 


(4) Royalties. 


(5) Advertising costs. (Include all costs related 
to advertising the company’s name, products or 
services in newspapers, periodicals or other ad- 
versiting media.) 


§210.4-12. No change from present Rule 
§210.3-17. 


§210.4-13 No change from present Rule 
§210.3-18. 


* * * * 
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4. By amending Article 5 to read as follow: 


COMMERCIAL AND INDUSTRIAL COMPANIES 


§210 5-10 Application of §§210.5-01 to 210.5-04. 


(a) Sections 210.5-01 to 210.5-04 shall be appli- 
cable to financial statements filed for all persons 
except— 


(1) Management investment companies (see 
§§210.6-01 to 210.6-10). 


(2) Unit investment trusts (see §§210.6-10a to 
210.6-13). 


(3) Face amount certificate investment com- 
panies (see §§210.6-20 to 210.6-24). 


(4) Employee stock purchase, savings and 
similar plans (see §§210.6-30 to 210.6-34). 


(5) Insurance companies other than title insur- 
ance companies (see §§210.7-01 to 210.7-06 
and §§210.7a-01 to 210.7a-06). 


(6) Committees issuing certificates of deposit 
(see §§210.8-01 to 210.8-03). 


(7) Bank holding comBanies and banks (see 
§§210.9-01 to 210.9-05). 


(8) Brokers and dealers when filing Forms X- 
17A-5 and X-17A-10 ]§249.617] (see 
§§240.17a-5 and 240.17a-10 under the Securities 
Exchange Act of 1934). 


(b) Companies in the development stage. 


Section 210.5A-02 prescribes additional informa- 
tion to be included in financial statements filed by 
companies in the development stage. 


§210.5-02 Balance sheets. 


Except as otherwise permitted by the Commission, 
the balance sheets filed for persons to whom this 
article is applicable shall comply with the following 
provisions [see §210.4-01(a) and Release No. 
AS-41]. 
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ASSETS AND OTHER DEBITS 
Current Assets, when appropriate 
(See §210.4-07) 


§210.5-02.1 Cash and cash items. Separate dis- 
closure shall be made of the cash and cash items 
which are restricted as to withdrawal or usage. 
The provisions of any restrictions shall be de- 
scribed in a referenced footnote. Restrictions may 
include legally restricted deposits held as com- 
pensating balances, contracts entered into with 
others, or company statements of intention with 
regard to particular deposits (see also Release No. 
AS-148); however, time deposits and short-term 
certificates of deposit are not generally included in 
legally restricted deposits. In cases where com- 
pensating balance arrangements exist but are not 
agreements which legally restrict the use of cash 
amounts shown on the balance sheet, describe in 
the notes to the financial statements these ar- 
rangements and the amount involved, if determin- 
able, for the most recent audited balance sheet 
required and for any subsequent unaudited bal- 
ance sheet required in the notes to the financial 
statements. Compensating balances that are 
maintained under an agreement to assure future 
credit availability shall be disclosed in the notes to 
the financial statements along with the amount and 
terms of such agreement. 


§210.5-02.2 Marketable securities. The ac- 
counting and disclosure requirements for current 
marketable equity securities are specified by gen- 
erally accepted accounting principles. With respect 
to all other current marketable securities, state, 
parenthetically or otherwise, the basis of deter- 
mining the aggregate amount shown in the bal- 
ance sheet, along with the alternatives of the 
aggregate cost or the aggregate market value at 
the balance sheet date. 


§210.5-02.3 Accounts and notes receivable. (a) 
State separately amounts receivable from (1) 
customers (trade); (2) related parties (see §210.4- 
-11(1); (3) underwriters, promoters, and employ- 
ees (other than related parties) which arose in 
other than the ordinary course of business; and (4) 
others. (b) If the aggregate amount of notes re- 
ceivable exceeds 10 percent of the aggregate 
amount of receivables, the above information shall 
be set forth separately for accounts receivable and 
notes receivable. (c) If receivables include 
amounts due under long-term contracts (see 
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§210.5-02.6(d)), state separately in the balance 
sheet or in a note to the financial statements the 
following amounts: 


(1) Balances billed but not paid by customers 
under retainage provisions in contracts. 


(2) Amounts representing the recognized sales 
value of performance and such amounts that had 
not been billed and were not billable to customers 
at the date of the balance sheet. Include a general 
description of the prerequisites for billing. 


(3) Billed or unbilled amounts representing 
claims or other similar items subject to uncertainty 
concerning their determination or ultimate realiza- 
tion. Include a description of the nature and status 
of the principal items comprising such amount. 


(4) With respect to (1) through (3) above, also 
state the amounts included in each item which are 
expected to be collected after one year. Also state, 
by year, if practicable, when the amounts of re- 
tainage (see (1) above) are expected to be col- 
lected. 


§210.5-02.4 Allowances for doubtful accounts 
and notes receivable. 


§210.5-02.5 Unearned income. 


§210.5-02.6 Inventories. (a) State separately 
here, or in a note referred to herein, if practicable, 
the major classes of inventory such as: (1) finished 
goods; (2) inventoried costs relating to long-term 
contracts or programs (see (d) below and 
§210.4-07); (3) work in process (see §210.4-07); 
(4) raw materials; and (5) supplies. 


(b) The basis of determining the amounts shall be 
stated. 


If “cost” is used to determine any portion of the 
inventory amounts, the description of this method 
shall include the nature of the cost elements in- 
cluded in inventory. 


The method by which amounts are removed from 
inventory (e.g., “average cost,” “‘first-in, first-out,” 
“last-in, first-out,” “estimated average cost per 
unit’) shall be described. If the estimated average 
cost per unit is used as a basis to determine 
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amounts removed from inventory under a total 
program or similar basis of accounting, the princi- 
pal assumptions (including, where meaningful, the 
aggregate number of units expected to be deliv- 
ered under the program, the number of units deliv- 
ered to date and the number of units on order) 
shail be disclosed. 


lf any general and administrative costs are 
charged to inventory, state in a note to the finan- 
cial statements the aggregate amount of the gen- 
eral and administrative costs incurred in each 
period and the actual or estimated amount re- 
maining in inventory at the date of each balance 
sheet. 


(c) If the LIFO inventory method is used, the ex- 
cess of replacement or current cost over stated 
LIFO value shall, if material, be stated par- 
enthetically or in a note to the financial statements. 


(d) For purposes of §§210.5-02.3 and 210.5-02.6, 
long-term contracts or programs include (1) all 
contracts or programs for which gross profits are 
recognized on a percentage-of-completion method 
of accounting or any variant thereof (e.g., deliv- 
ered unit, cost to cost, physical completion), and 
(2) any contracts or programs accounted for on a 
completed contract basis of accounting where, in 
either case, the contracts or programs have as- 
sociated with them material amounts of inventories 
or unbilled receivables and where such contracts 
or programs have been or are expected to be 
performed over a period of more than twelve 
months. Contracts or programs of shorter duration 
may also be included, if deemed appropriate. 


For all long-term contracts or programs, the fol- 
lowing information, if applicable, shall be stated in 
a note to the financial statements: 


(i) The aggregate amount of manufacturing or 
production costs and any related deferred costs 
(e.g., initial tooling costs) which exceeds the 
aggregate estimated cost of all in-process and 
delivered units on the basis of the estimated av- 
erage cost of all units expected to be produced 
under long-term contracts and programs not yet 
complete, as well as that portion of such amount 
which would not be absorbed in cost of sales 
based on existing firm orders at the latest bal- 
ance sheet date. In addition, if practicable, dis- 
close the amount of deferred costs by type of 
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cost (e.g., initial tooling, deferred production, 
etc.) 


(ii) The aggregate amount representing claims 
or other similar items subject to uncertainty con- 
cerning their determination or ultimate realiza- 
tion, and include a description of the nature and 
status of the principal items comprising such 
aggregate amount. 


(iii) The amount of progress payments netted 
against inventory at the date of the balance 
sheet. 


§210.5-02.7 Other current assets. State sepa- 
rately any amounts in excess of five percent of 
total current assets. 


§210.5-02.8 Prepaid expenses. 


§210.5-02.9 Total current assets, when appro- 
priate. 


§210.5-02.10 Securities of related parties. (See 
§210.4-11(1).) 


§210.5-02.11 Indebtedness of related parties— 
not current. See §210.4-11(1).) 


§210.5-02.12 Other investments. The accounting 
and disclosure requirements for non-current mar- 
ketable equity securities are specified by generally 
accepted accounting principles. With respect to 
other security investments and any other invest- 
ment, state, parenthetically or otherwise, the basis 
of determining the aggregate amounts shown in 
the balance sheet, along with the alternate of the 
aggregate cost or aggregate market value at the 
balance sheet date. 


§210.5-02.13 Property, plant and equipment. 
(a) State the basis of determining the amounts. 


(b) Tangible and intangible utility plant of a public 
utility company shall be segregated so as to show 
separately the original cost, plant acquisition ad- 
justments, and plant adjustments, as required by 
the system of accounts prescribed by the appli- 
cable regulatory authorities. This rule shall not be 
applicable in respect to companies which are not 
required to make such a classification. 
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§210.5-02.14 Accumulated depreciation, deple- 
tion, and amortization of property, plant and 
equipment. 


§210.5-02.15 Intangible assets. State separately 
each class of such assets which is in excess of 
five percent of the total assets, along with the 
basis of determining the respective amounts. Any 
significant addition or deletion shall be explained 
in a note. 


§210.5-02.16 Accumulated depreciation and 
amortization of intangible assets. 


§210.5-02.17 Other assets. State separately any 
other item not properly classed in one of the pre- 
ceding asset captions which is in excess of five 
percent of total assets. Any significant addition or 
deletion should be explained in a note. With re- 
spect to any significant deferred charge, state the 
policy for deferral and amortization. 


§210.5-02.18 Total assets and, when appropri- 
ate, other debits. 


LIABILITIES AND STOCKHOLDERS’ EQUITY 
Current Liabilities, When Appropriate 
(See §210.4-07) 


§210.5-02.19 Accounts and notes payable. (a) 
State separately amounts payable to (1) banks for 
borrowings; (2) factors or other financial institu- 
tions for borrowings; (3) holders of commercial 
paper; (4) trade creditors; (5) related parties (see 
§210.4-11(1)); (6) underwriters, promoters, and 
employees (other than related parties); and (7) 
others. 


(b) The weighted average interest rate and general 
terms (as well as formal provisions for the exten- 
sion of the maturity) of each category of aggregate 
short-term borrowings (the sum of items (a)(1), 
(a)(2) and (a)(3) above) reflected on each balance 
sheet required shall be disclosed along with the 
maximum amount of aggregate short-term bor- 
rowings outstanding at any month end (or similar 
time period) during each period for which an end- 
of-period balance sheet is required. In addition, 
the approximate average aggregate short-term 
borrowings outstanding during the period and the 
approximate weighted average interest rate (and a 
brief description of the means used to compute 
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such averages) for such aggregate short-term bor- 
rowings shall be disclosed in the notes to the fi- 
nancial statements. 


(c) The amount and terms (including commitment 
fees and the conditions under which lines may be 
withdrawn) of unused lines of credit for short-term 
financing shall be disclosed, if significant, in the 
notes to the financial statements. The amount of 
these lines of credit which support a commercial 
paper borrowing arrangement or similar arrange- 
ments shall be separately identified. 


§210.5-02.20 Other current liabilities. State 
separately any item in excess of 5 percent of total 
current liabilities. Such items may include, but are 
not limited to, accrued payrolls, accrued interest, 
taxes, indicating the current portion of deferred in- 
come taxes, and the current portion of long-term 
debt. Remaining items may be shown in one 
amount. 

§210.5-02.21 Total current liabilities, when ap- 
propriate. 


LONG-TERM DEBT 


§210.5-02.22 Bonds, mortgages and other 
long-term debt, including capitalized leases. (a) 
State separately here, or in a note referred to 
herein, each issue or type of obligation and such 
information as will indicate (see §210.4-08): (1) 
the general character of each type of debt includ- 
ing the rate of interest; (2) the date of maturity, or, 
if maturing serially, a brief indication of the serial 
maturities, such as ‘‘maturing serially from 1980 to 
1990”; (3) if the payment of principal or interest is 
contingent, an appropriate indication of such con- 
tingency; (4) a brief indication of priority; (5) if con- 
vertible, the basis; and (6) the combined aggre- 
gate amount of maturities and sinking fund re- 
quirements for all issues, each year for the five 
years following the date of the balance sheet. For 
amounts owed to related parties, see §210.4- 
11(1). 


(b) The amount and terms (including commitment 
fees and the conditions under which commitments 
may be withdrawn) of unused commitments for 
long-term financing arrangements that would be 
disclosed under this rule if used shall be disclosed 
in the notes to the financial statements if signifi- 
cant. 
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§210.5-02.23 Indebtedness to related 
parties —noncurrent. Include under this caption 
indebtedness to related parties as required under 
§210.4-11(1). 


§210.5-02.24 Other liabilities. State separately 
any item not properly classified in one of the pre- 
ceding liability captions which is in excess of 5 
percent of total liabilities. 


§210.5-02.25 Commitments and contingent 
liabilities. 


§210.5-02.26 Deferred credits. State separately 
amounts for (a) deferred income taxes, (b) defer- 
red tax credits, and (c) material items of deferred 
income. 


MINORITY INTERESTS 


§210.5-02.27 Minority interests in consolidated 
subsidiaries. State separately in a note referred to 
herein amounts represented by preferred stock 
and the applicable dividend requirements if the 
preferred stock is material in relation to the con- 
solidated stockholders’ equity. 


REDEEMABLE PREFERRED STOCKS 


§210.5-02.28 Preferred stocks subject to man- 
datory redemption requirements or whose redem- 
ption is outside the control of the issuer. (a) \|n- 
clude under this caption amounts applicable to any 
class of stock which has any of the following 
characteristics: (1) it is redeemable at a fixed or 
determinabie price on a fixed or determinable date 
or dates, whether by operation of a sinking fund or 
otherwise; (2) it is redeemable at the option of the 
holder; or (3) it has conditions for redemption 
which are not solely within the control of the is- 
suer, such as stocks which must be redeemed out 
of future earnings. Amounts attributable to pre- 
ferred stock which is not redeemable or is re- 
deemable solely at the option of the issuer shall be 
included under §210.5-02.29 unless it meets one 
or more of the above criteria. 


(b) State on the face of the balance sheet the title 
of each issue, the carrying amount, and redemp- 
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tion amount. Show also the dollar amount of any 
shares subscribed but unissued, and show the de- 
duction of subscriptions receivable therefrom. If 
the carrying value is different from the redemption 
amount, describe the accounting treatment for 
such difference in the note required by §210.5- 
02.28(c). State the face of the balance sheet or in 
the note, referred to herein, for each issue, the 
number of shares authorized and the number of 
shares issued or outstanding, as appropriate [See 
§§210.4-09 and 210.-4-10]. 


(c) State in a separate note captioned ‘‘Redeema- 
ble Preferred Stocks” (1) a general description of 
each issue, including its redemption features (e.g. 
sinking fund, at option of holders, out of future 
earnings) and the rights, if any, of holders in the 
event or default, including the effect, if any, on 
junior securities in the event a required dividend, 
sinking fund, or other redemption payment(s) is 
not made; (2) the combined aggregate amount of 
redemption requirements for all issues each year 
for the five years following the date of the latest 
balance sheet; and (3) the changes in each issue 
for each period for which an income statement is 
required to be filed. (See also §210.4-11(d).] 


(d) Securities reported under this caption are not 
to be included under a general heading “stock- 
holders’ equity” or combined in a total with items 
described in captions 29, 30 or 31 which follow. 


NON-REDEEMABLE PREFERRED STOCKS 


§210.5-02.29 Preferred stocks which are not re- 
deemable or are redeemable solely at the option 
of the issuer. State on the face of the balance 
sheet the title of each issue and the dollar amount 
thereof. Show also the dollar amount of any 
shares subscribed but unissued, and show the de- 
duction of subscriptions receivable therefrom. 
State on the face of the balance sheet or in a note, 
for each issue, the number of shares authorized 
and the number of shares issued or outstanding, 
as appropriate [see §§210.4-09 and 210.4-10]. 
‘Show in a note or statement referred to herein the 
changes in each class of preferred shares re- 
ported under this caption for each period for which 
an income statement is required to be filed. (See 
also §210.4-11(d).] 
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COMMON STOCKS 


§210.5-02.30 Common stocks. For each class of 
common shares state, on the face of the balance 
sheet, the title of the issue, the number of shares 
authorized, the number of shares issued or out- 
standing, as appropriate (see §§210.4-09 and 
210.4-10], and the dollar amount thereof, and, if 
convertible, the basis of conversion [see also 
§210.4-11(d)]. Show also the dollar amount of any 
common shares subscribed but unissued, and 
show the deduction of subscriptions receivable 
therefrom. Show in a note or statement referred to 
herein the changes in each class of common 
shares for each period for which an income state- 
ment is required to be filed. 


OTHER STOCKHOLDERS’ EQUITY 


§210.5-02.31 Other stockholders’ equity. (a) 
Separate captions shall be shown for (1) additional 
paid-in capital, (2) other additional capital and (3) 
retained earnings (i) appropriated and (ii) unap- 
propriated. [See §210.4-11(e).] 


(b) If undistributed earnings of unconsolidated 
subsidiaries and 50 percent or less owned persons 
are included, state the amount in each category 
parenthetically or in a note referred to herein. 


(c) For a period of at least 10 years subsequent to 
the effective date of a quasi-reorganization, any 
description of retained earnings shall indicate the 
point in time from which the new retained earnings 
dates and for a period of at least three years shall 
indicate the total amount of the deficit eliminated. 


(d) A summary of each account under this caption 
setting forth the information prescribed in Rule 
11-02 [§210.11-02] shall be given in a note or 
statement referred to herein, for each period for 
which an income statement is required to be filed. 


§210.5-02.32 Total liabilities and stockholders’ 
equity. 


§210.5-03 Income statements. 


Except as otherwise permitted by the Commission, 
the income statements filed for persons to whom 
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this article is applicable shall comply with the pro- 
visions of this rule (see §210.4-01(a) and Release 
No. AS-41). 


If income is derived from more than one of the 
sub-captions under §210.5-03.1, each class which 
is not more than 10 percent of the sum of the items 
may be combined with another class. If these 
items are combined, related costs and expenses 
as described under §210.5-03.2 shall be com- 
bined in the same manner. 


§210.5-03.1 Net sales and gross revenues. State 
separately (a) net sales of tangible products (gross 
sales less discounts, returns and allowances), (b) 
operating revenues of public utilities or others; (c) 
income from rentals; (d) revenues from services; 
and (e) other revenues. Amounts earned from 
transactions with related parties shall be disclosed 
as required under §210.4-11(1). A public utility 
company using a uniform system of accounts or a 
form for annual report prescribed by federal or 
state authorities, or a similar system or report, 
shall follow the general segregation of operating 
revenues and operating expenses reported under 
§210.5-03.2 prescribed by such system or report. 
If the total of sales and revenues reported under 
this caption includes excise taxes in an amount 
equal to 1 percent or more of such total, the 
amount of such excise taxes shall be shown par- 
enthetically or otherwise. 


§210.5-03.2 Costs and expenses applicable to 
sales and revenues. State separately the amount 
of (a) cost of tangible goods sold, (b) operating 
expenses of public utilities or others, (c) expenses 
applicable to rental income, (d) cost of services, 
and (e) expenses applicable to other revenues. 
Merchandising organizations, both wholesale and 
retail, may include occupancy and buying costs 
under caption 2(a). Amounts of costs and ex- 
penses incurred from transactions with related 
parties shall be disclosed as required under 
§210.4-11(1). 


§210.5-03.3 Other operating costs and ex- 
penses. State separately any material amounts 
not included under caption 2 above. 


§210.5-03.4 Selling, general and administrative 
expenses. 


§210.5-03.5 Provision for doubtful accounts and 
notes. 
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§210.5-03.6 Other general expenses. Include 
items not normally included in caption 4 above. 
State separately any material item. 


§210.5-03.7 Non-operating income. State sepa- 
rately amounts earned from (a) dividends, (b) 
interest on securities, (c) profits on securities (net 
of losses), and (d) miscellaneous other income. 
Amounts earned from transactions in securities of 
related parties shall be disclosed as required 
under §210.4-11(1). Material amounts included 
under miscellaneous other income shall be sepa- 
rately stated, indicating clearly the nature of the 
transactions out of which the items arose. 


§210.5-03.8 Interest and amortization of debt 
discount and expense. 


§210.5-03.9 Non-operating expenses. State 
separately amounts of (a) losses on securities (net 
of profits) and (b) miscellaneous income deduc- 
tions. Material amounts included under miscel- 
laneous income deductions shall be separately 
stated, indicating clearly the nature of the transac- 
tions out of which the items arose. 


§210.5-03.10 Income or loss before income tax 
expense and appropriate items below. 


§210.5-03.11 /ncome tax expense. Include under 
this caption only taxes based on income (see 
§210.4-11(g)). 


§210.5-03.12 Minority interest in income of con- 
solidated subsidiaries. 


§210.5-03.13 Equity in earnings of unconsoli- 
dated subsidiaries and 50 percent or less owned 
persons. 


State, parenthetically or in a note referred to 
herein, the amount of dividends received from 
such persons. 


If justified by the circumstances, this item may be 
presented in a different position and a different 
manner (see §210.4-01(a)). 


§210.5-03.14 Income or loss from continuing op- 
erations. 


§210.6-03.15 Discontinued operations. 
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§210.5-03.16 Income or loss before extraordi- 
nary items and cumulative effects of changes in 
accounting principles. 


§210.5-03.17 Extraordinary items, less appli- 
cable tax. 


§210.5-03.18 Cumulative effects of changes in 
accounting principles. 


§210.5-03.19 Net income or loss. (See §210.5- 
02.31). 


§210.5-03.20 Earnings applicable to common 
stock. 


§210.5-03.21 Earnings per share data. 


§210.5-04 What schedules are to be filed. 


(a) Except as expressly provided otherwise in the 
applicable form— 


(1) The schedules specified below in this section 
as Schedules |, VII, IX, X, and XI! shall be filed 
as of the dates of the most recent audited bal- 
ance sheet and any subsequent unaudited bal- 
ance sheet being filed for each person or group. 


(2) The schedules specified below in this section 
as Schedules Il, Ill, IV, V, VI, and VIII shall be 
filed for each person or group for each of the 
latest two fiscal years preceding the date of the 
most recent audited balance sheet and for the 
interim period, if any, between the end of the 
most recent such fiscal year and the date of the 
most recent balance sheet being filed. 


(b) When information is required in schedules for 
both the registrant and the registrant and its sub- 
sidiaries consolidated it may be presented in the 
form of a single schedule: Provided, That items 
pertaining to the registrant are separately shown 
and that such single schedule affords a properly 
summarized presentation of the facts. If the infor- 
mation required by any schedule (including the 
notes thereto) may be shown in the related finan- 
cial statement or in a note thereto without making 
such statement unclear or confusing, that proce- 
dure may be followed and the schedule omitted. 
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(c) The schedules shall be examined by the inde- 
pendent accountant if the related financial state- 
ments are so examined. 


Schedule |—Marketable securities - other invest- 
ments. The schedule prescribed by §210.12-02 
shall be filed— 


(1) In support of caption 2 of a balance sheet, if 
the greater of the aggregate cost or the aggre- 
gate market value of marketable securites as of 
the balance sheet date constitutes 10 percent or 
more of total assets. 


(2) In support of caption 12 of a balance sheet, if 
the greater of the aggregate cost or the aggre- 
gate market value of other investments as of the 
balance sheet date constitutes 10 percent or 
more of total assets. 


(3) In support of captions 2 and 12 of a balance 
sheet, if the greater of the aggregate cost or 
aggregate market of other investments plus the 
greater of the aggregate cost or the aggregate 
market value of marketable securities as of the 
balance sheet date constitutes 15 percent or 
more of total assets. 


(4) In support of captions 2 and 12 of a balance 
sheet, if the greater of the aggregate cost or 
aggregate market value of the securities as of 
the balance sheet date of any issuer reported 
under either caption 2 or caption 12 constitutes 
2 percent or more of total assets. 


Scheduled !|—Amounts receivable from related 
parties, and underwriters, promoters, and em- 
ployees other than related parties. 


The schedule prescribed by §210.12-03 shall be 
filed with respect to each person among related 
parties, and underwriters, promoters, and employ- 
ees other than related parties, from whom an 
aggregate indebtedness of more than $100,000 or 
1 percent of total assets, whichever is less, is 
owed, or at any time during the latest two fiscal 
years or for the interim period, if any, between the 
end of the most recent fiscal year and the date of 
the most recent balance sheet being filed, was 
owed. This schedule shall not include information 
which is prescribed by §210.12-05. For the pur- 
poses of this schedule, exclude in the determina- 
tion of the amount of indebtedness all amounts re- 
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ceivable from such persons for purchases subject 
to usual trade terms, for ordinary travel and ex- 
pense advances and for other such items arising 
in the ordinary course of business. 


Schedule Ill— Investments in, equity in earnings 
of, and dividends received from related parties. 
The schedule prescribed by §210.12-04 shall be 
filed in support of caption 10 of each balance 
sheet. This schedule may be omitted if (1) neither 
the sum of captions 10 and 11 in the related bal- 
ance sheet nor the amount of caption 23 in such 
balance sheet exceeds 5 percent of total assets as 
shown by the related balance sheet at either the 
beginning or end of the period or (2) there have 
been no material changes in the information re- 
quired to be filed from that last previously re- 
ported. 


Schedule |V—Indebtedness of and to related par- 
ties —not current. The schedule prescribed by 
§210.12-05 shall be filed in support of captions 11 
and 23 of each balance sheet; however, the re- 
quired information may be presented separately 
on Schedule Ill. This schedule may be omitted if: 
(1) neither the sums of captions 10 and 11 in the 
related balance sheet nor the amount of caption 
23 in such balance sheet exceeds 5 percent of 
total assets as shown by the related balance sheet 
at either the beginning or end of the period, or (2) 
there have been no material changes in the infor- 
mation required to be filed from that last previously 
reported. 


Schedule V—Property, plant and equipment. The 
schedule prescribed by §210.12-06 shall be filed 
in support of caption 13 of each balance sheet, 
provided that this scheudle may be omitted if the 
total shown by caption 13 does not exceed 5 per- 
cent of total assets as shown by the related bal- 
ance sheet at both the beginning and end of the 
period and if neither the additions nor the deduc- 
tions during the period exceeded 5 percent of total 
assets as shown by the related balance sheet at 
either the beginning or end of the period. 


Schedule Vi—Accumulated depreciation, deple- 
tion, and amortization of property, plant and 
equipment. The schedule prescribed by 
§210.12-07 shall be filed in support of caption 14 
of each balance sheet. This schedule may be 
omitted if Schedule V is omitted. 
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Schedule Vil—Guarantees of securities of other 
issuers. The schedule prescribed by §210.12-08 
shall be filed with respect to any guarantees of se- 
curities of other issuers by the person for which 
the statement is filed. 


Schedule Vill—Valuation and qualifying acounts. 
The schedule prescribed by §210.12-09 shall be 
filed in support of valuation and qualifying ac- 
counts included in each balance sheet but not in- 
cluded in Schedule VI. (See §210.4-02.) 


Schedule IX—Real estate and accumulated de- 
preciation. The schedule prescribed by 
§210.12-26 shall be filed for real estate (and the 
related accumulated depreciation) held by persons 
a substantial portion of whose business is that of 
acquiring and holding for investment real estate or 
interests in real estate, or interests in other per- 
sons a substantial portion of whose business is 
that of acquiring and holding real estate or inter- 
ests in real estate for investment. Real estate used 
in the business shall be excluded from the sched- 
ule. 


Schedule X—Mortgage loans or real estate. The 
schedule prescribed by §210.12-27 shall be filed 
by persons specified under Schedule X for invest- 
ments in mortgage loans on real estate. 


Schedule Xi|—Other investments. \f there are any 
other investments, under caption 12 of §210.5-02 
or elsewhere in a balance sheet, not required to be 
included in Schedule | or Ill, there shall be set 
forth in a separate schedule information concern- 
ing such investments corresponding to that pre- 
scribed by Schedule |. This schedule may be 
omitted if the total amount of such other invest- 
ments does not exceed 5 percent of total assets as 
shown by such balance sheet. 


* * * * 


5. By amending Article 12 as follows: 


FORM AND CONTENT OF SCHEDULES 
GENERAL 


§210.12-01 Application of §210.12-01 to 
§210.12-27. 


These sections prescribe the form and content of 
the schedules required by §210.5-04, 210.6-10, 
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210.6-13, 210.6-24, 210.6-34, 210.6-06, 
210.7A-06 and 210.9-95. 


§210.12-02 Marketable securities—other invest- 
ments. No change from former schedule format. 


§210.12-03 Amounts receivable from related par- 
ties and underwriters, promoters, and employees 
other than related parties. 
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No change from former schedule format. 


§210.12-04 Investments in, equity in earnings of, 
and dividends from related parties. 


No change from former schedule format. However, 
the term “related parties” is proposed to be sub- 
stituted for “affilitates and other persons.” 


SEC DOCKET/271 





‘uretdxs ‘ysed Jo Juawasingéip Jo ydtaje1 eB UeY. 19YyIO SBM UOTIONpap FJ] 


*potied ay3 Jo pua io Zutuursaq 
GY J9IYITS Je aouel[eq paze[IeI sy JO Juadizad QT JO ssaoxa UT SI Jey} potiaad ay. Butanp 
eseoisur Aue yo asodind pue aanjeu ay} 3j0u Be ut utTetdxa fy uwnyoo uT paweu uostad yore 310q *Z 9I0N 


‘a[Npsyos pazeTear yons ut Aja erzedas UMOYs 319M SquUatIZsaAUT asoyM 
suosiod Aue 103 Ajajeiedas umoys aq [[B#Ys 10J pal {eo voTyeuIOzUT ayy ‘sat IABd payzeyer 


UT SJUIWISSAUT 103 pairtnba1r a[npsyds pezel{er vy UT se padnoad aq [[eYS peweU Uuosiad ayy ‘| 2FI0N 





(€ 230N) (Z 930N) (€. 930N) (Z 930N) (7 #3¢R) 

pues Je suoTJONpag SUOTIIPpy Sutuut3aq pus Je suotT IONpsg SUOTITPPY Sutuutsaq uos.1ad 

asoue [eg 38 a0uUe Teg aug [eg ye aoqueleg jo owey 
-~-0} ssoupajzqeapuy-—- --jJO ssoupajqepuly-- 

*] uunyo9 *H UWNTOD *s)) uwn{o9 *q uunyzo9 ‘|g uunyjo9 *q uun{o9 *9 uun{o9 *q uun{o9Q ‘“y uuUNTOD 


quaiaino uou -- satjied pajyeyai 07 pues jo ssoupayqepuy CO-ZI‘OIZ § 


Oo 
© 
o 
= 
or 
N 
Pay 
© 
S 
Cc 
i) 
> 
= 
° 
=a 
o 
™= 
® 
S 
S 
°o 
> 


272/SEC DOCKET 





*uotqded snoaue[{aostm e azapun 
pepnyour oq Aew souejiodwt iaoutw jo swaqy ‘{erzajew yr ‘Ayaqzesaedas pajeqys oq pynoys ‘azoho 
Sutjeirsedo ue jo ssadx9 UT 2TPT eq 07 patoadxa st 10 ‘(A[TIAeIOdWa] ULY 19490) SIPT ST YoTYM 

quaudinbs pue juetd ‘Aj1ad01g 40‘ ajoU e UT pazeqs VOTIeDTIZISSe{[D sofew yora 103 JUNOWeR ay. YITA 
quNOUe 9UO SB paso[ISTp 10 UOT JeDTZISse{[D rofew aqetsadoiadde ay. YIM papnypoIUT 9q 1I9YyITSe p[Noys 
‘pasn S3uraq [1138 ST 3Nq an[eA |aseATeS pazew13ss Jou Je paTzzed St 10 pazr1yzIoWwe 10 pajatdap 
‘pazerseidap A{[NJZ st yoTYyYA JQuewdtnbs pue juetd ‘Ajaad01g *JUawWIe|a1Q YONS ACJ suOsPaI ayQ 33e38 
pue jyoai9yz Junowe ay} ‘artqeotTjoeAd JI ‘ayeoTpur JuNOWe |eUTWOU e UPYI J3eYIO Je pseTAzzed si 
peuopuege quowdtnba pue juetd ‘Aj1zadoad Jy “uot IeIIZISse[DS ayetadoidde ue YIM aoUepIODIe UT 
pe zesei3as aq [TeYys ‘SAaAamMOY ‘yq UUNTOD UT papny{dsUT suUOTIIppe sy, ‘“pasn aq {[1eYS a{qeotqoeRad 
pue quasaid st SB UOTIBIIJISSe{D Yyons ‘a, qeotjoeid azo Quasaid Jou st UOTIeITIJISse,I yons JT] 
*3urdno1i3 [euotqJounZ 1o ‘spyoyssea, ‘quemdinbs pue Arautryoem ‘s3utpyring se yons ‘suotqzPoTzIS 
-se,o zofew Aq iapunaiay] pue pasn poyjou uot zeziIj1iowe ro ‘uoTJaTdap ‘uoTJeTIVaIdap Aq syasse 
a1qetoeadap moys usy. fuoTJONIQZsUOD AapuN sjasse pUue sjasse aiqetTIaidapuou A[aze1ed|as Mog (F) 


*satjiedoid yons jo ajes uo ssoy 10 uted Aue 
‘JO uoTIISOdsTp vy ButpnyouT ‘yo pasodstp sstm1isyjJO AO paitja1 aie satqiadoad ay. owt7 ayy 
38 UOTIeZTJIowe pure aduazseatosqo ‘uoTJa{dap ‘uoTIeTIeAd|ap paze[nundoe Jo Juamysn(pe ay (q) 


*potiad ay} UTYIIA paazzns00 YyoTYyM ‘sytuN JuejIOduT 
Jayjo pue squeqd yedroutad zo ‘uotje00], pue JaJIeABPYD [e19Ua3 sy UT sadUPYD [eNsnuN pue 
questytusts Aue 10 ‘squawe113J91 10 ‘sjUaWUOpUege ‘sUOTIIPppe TeNnsnun pue JuBdTJTUsTS Aue (PB) 


suo ATjJataq Jusum0g 


T 2I0N 





(8 230N) (ZL 930N) = (9 -P9ON) (5 9 Z 8970N) — (4H _990N) (€ 930N) 
potiod eqtiosap 3sO9 38 potied jo oseiaae /aduer poyjou 
jo pua (39npep) ppe sUuOTIIPpy Sutuutsaq a7e1 uot yetoeidaq 

Je aouey,eg sasueys 194yIQ sJUsMaITIJey ae a0ue eg uot JetTIe1daq 





f] uwny{og ) uun{o9 q uwnyo9 q uwny{o9 q uwnyos 9g uunyzo9 q uunj,o9 


(Z 930N) 
uoTtqjeo 
—-TJISSET[D 


y uwnypo9 


(1 230N) Juewdinba pue quetd ‘Aj29d014 99-Z1'0IZ § 


SEC DOCKET/273 


Volume 19, No. 4, January 29, 1980 





*sjesse [8303 jo quaoiad VATJ UPYI SS9T S9INITIZSUOD sjzosse Jo dno1i3d snosauasowoy 

io Jasse ayy yt Atdde jou [[eys (q) UoTIIeS sty, ‘*si1eak OM] Ysed ayy JO YoRa UT 
asuedxe 0} padiByd 3sOd [eUTSTIO Jo a3equadiad ay. 93838 ‘pasn si poy Jow uoTIINpoad 

JO JIUN & JT + *37e1 VBBIDAG pazYyZTIM pue |aduei ay. azejs ‘szasse yons 103 pasn st 

9781 GUO UFYI sioW JY ‘UOTJezZTJAOWe 10 UOTJa[dep ‘uOoTJeTIeAdap BuTyndwod ut pesn aqer 
ay ‘quewdtnbs pue quetd ‘Aj1ed01d jo sse{o 1szofew e Jo a1ow 10 Juaoiad ¢z sas tadui0d 
YoTyA £(°992a *BuTpTIng sotzjo ‘sasnoysiem ‘ssa00id Buranjoeynuew dtz1IEeds eB UT pasn 
quoudtnbs ‘siaynduod se yons) sjasse jo dnoigd snosuas3owoy 10 Jasse Aue 103 3781S (q) 


*sse,o itofew yons yorsa yo ‘saoure,eq Jesse pazizioweun 
10 ‘pajaidepun ‘pajetseidapun Bututewal pue ys0d [eUTSTAO [83037 By. (ITT) pue potied 


JuUaIInNd ay} UT Uaye assuedxa Jo JuNoWwe 3yQ (TT) sieahk OM] Ysed By JO YoPa UT asuadxa 
0} paesieys 3800 [BUIsIAO Jo adequadiad ay (T) BJOU Be UT 33e98 ‘pasn ST poy au uoTI 
-onpoid jo ytun & JT *39R1 VBZe1BAG pazYySTIeM pue |ssue1 vy 33eIsS ‘pasn st aze1 aUO UPYy 
s1oW JI VOTZEZTJIOWe 10 UOTJaTdap ‘uOTJeT.aAdaep Buryndwod ut pasn 3ze1 BYyQ 3383S (BF) 


*quawdinbs pue queyd ‘A31edoad [#303 Jo Quadiad ¢ urYy ssa_T 10J pasn st poyJow 

ay} ssatTuN UMOYS 3q [[PYS Z 9ION UI paTztIeds uoTIeZIIO3IaIeN Vy ‘pasn ST UOTIezZTIAIOWR 
to uotjetdep ‘uotjzerseId|ep Jo poyzew suo UeY viom JY ‘poyJom yore Aq pouTW1szJep JuNOoWe 
ay? pue vOoTIeZTJI0OWe 10 UOTJaTdap ‘UOTJeTIeAd|Sp BuTyndwod ut pesn (s)poyjJow ay 33BI9g 


*squnosoe juetd AQT[IIN Jo suoTIeITZTISssepoqns azofew sayy 

SUOTIBITJTSSB[D VITAIIVS YOns JO yore Japun Ajajzeiedas |je3s [[eYys pue (1993eM pue UOoTIeII10d 
-suel} ‘se3 ‘91199a19 se yons) parapuair votAIas Jo adAy ay. Aq quetd Aqrt{1yn Satqeorjoead 
quayxe oy 07 ‘Azytssey{o [TeYys Auedwod Aqty{r14yn ot{qnd y — ‘satuBdmod AQTTIIN DJITqQng (9) 


*sJasse [B03 

jo quadied ¢ paaoxe you sa0p qt Jt Ajaqeiaedsas umoys 9q Jou psau wazT 9yQ Jey ‘IaADMOY 
‘paptaoig ‘quoudtnbo pue queqtd ‘Ajy1ad01d yo sse,> aofew e yo aiow 10 Quasied ¢z sastad 
-mod yoTYyM £(°939 ‘sup, Ing ao1jjo ‘sasnoyeiem ‘ssao0id ZutTanjoeynuew dtZ19eds eB UT pasn 
quowdinba ‘siaqndwod se yons) sjesse jo dnoi3 snoauasowoy 10 yasse Aue Ajajeiedas mous (q) 





Volume 19, No. 4, January 29, 1980 


274/SEC DOCKET 


*padaeyds yotya 02 squnodze ay BurpntoutT 
‘suotqeuetdxs YIM 5 UWN{OD UT pezeqs 39q [[eYys squNomP By. ‘SsjzUNODZe Jasse ay. 07 A{IIeATpP sy00q 
2Yy2 UI pezTperds st quewdinbs pue jueyd ‘Ajaadoid Jo uotzeztzAowe pue VOTJetdap ‘uOoTIeTIeAdSp 


IOJ vOTSTAOAd JI ‘paqdazzZe sJZuUNODIe A|BYyYIO dy pue sadueYyd ay. Jo dsinjeu sy. A{ABaTD 378 9S 
*atqeotqoead gr urerdxe ‘3809 ueYy. 19470 Je pazejs aie gq vUMTOS UT saBuUeYD J] 


‘patty St Juswazeqys ay} YOTYM 10Z vositzadd 

aya Aq votqzistnboe ay} 02 10TId s1e9h OMZ UTYIIA SEM JIeTTIFZe By Aq voTIISINboe sy. paptaoad 
*3s09 yons MOYySs SaIBTTIFJJE FYI OF 3809 UBY I9YIO Je azeT{[IZJe ue woIZ paartnboe Jy ‘uTe{dxe 
‘sainqjipusdxe yseo uey 19430 sqUuaseids1 suotTjIppe Aj1adoid Jo 4809 yy *paqIezze squUNOd.e 13y 0 
ay? pue a8ueyos ay Jo vanjeu 9yQ Ajaeato. 33838 ‘potied ay} Jo pua 10 ZutuuT3aq ay. AxYITS 4e 
‘sjasse [8302 JO JUadIed Z JO Sss3IKF UT ST JBYJ UMNT[OD Jey? UT aZuPYyD Yea 103 pue ‘uOoTIISINboe 
wOly UOTITpPpe ue UeY. 1940 BSuTYyIAue squasesida1 yey. q UUNTOD UT sqUNODZe UT aduUBYyD Yea 104 


*m1o0y Arewwns ut oq Aew pue 

usAT3 aq TTeys g pue ‘¢ ‘9g SUOTIONAASsUT Aq pairtnbaa uOoTJeMIOZUT AUB Jey. I9YIINzZJ paptaoad 

pue oJa19y 293J0OU e UT UAT |1e q pue q sUIN{OD JO 8T{BI0F |yI Jey. paptaoad ‘potsed yey. 107 
p233tmo aq Aew 5 pue ‘a ‘9g ‘q suwnjoo Aq paatnbaa uotjeuiojyuT ayy ‘apem st 39azzZ9 JeYI OF 
Juowsjej3s e pue potisd Jey. Jo aoue][eq BuTpus sy. Jo Juadied QT ueY ei1oW OF JUNOWe satNpayos 
ay. Aq peiaa0d spotied ayz yo Aue Butinp suotjzonpaep [e307 10U sUOTIIPpe [BI0} Jy. AsYyITEU J] 


SEC DOCKET/275 


Volume 19, No.4, January 29, 1980 





§210.12-07 Accumulated depreciation, depletion 
and amortization of property, plant and equipment. 


No change from former schedule format. 


§210.12-08 Guarantees of securities of other is- 
suers. 


No change from format of schedule formerly pre- 
scribed by §210.12-12. 


§210.12-09 Valuation and qualifying accounts. 
No change from format of schedule formerly pre- 
scribed by §210.12-13. 

FOR MANAGEMENT INVESTMENT COMPANIES 


§210.12-10 Investments in securities of unaf- 
filiated issuers [For management investment com- 
panies only] 


No change from format of schedule formerly pre- 
scribed by §210.12-19. 


§210.12-11 Investments; other than securities. 
[For management investment companies only] 


No change from format of schedule formerly pre- 
scribed by §210.12-21. 


§210.12-12 Investments in affiliates. [For man- 
agement investment companies only] 


No change from format of schedule formerly pre- 
scribed by §210.12-22. 


§210.12-13 Summary of investments - other than 
investments in affiliates. [For insurance com- 
panies] 


No change from format of schedule formerly pre- 
scribed by §210.12-27. 


§210.12-14 Premiums, losses and claims, and 
policy acquisition costs. [For insurance companies 
other than life and title insurance companies] 


No change from format of schedule formerly pre- 
scribed by §210.12-29. 
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§210.12-15 Future policy benefits and insurance 
in force. [For insurance companies] 


No change from format of schedule formerly pre- ® 


scribed by §210.12-31. 


§210.12-16 Deferred policy acquisition costs. 
[For insurance companies] 


No change from format of schedule formerly pre- 
scribed by §210.12-31a. 


FOR UNIT INVESTMENT TRSUTS, AND FOR 
THOSE UNINCORPORATED MANAGEMENT 
INVESTMENT COMPANIES WHICH ARE 
ISSUERS OF PERIODIC PAYMENT PLAN 
CERTIFICATES 


§210.12-17 Investment in securities. 


No change from format of schedule formerly pre- 
scribed by §210.12-33. 


§210.12-18 Trust shares. [For all unit investment 
trusts, and for those unincorporated management 
investment companies which are issuers of 
periodic payment plan certificates] 


No change from format of schedule formerly pre- 
scribed by §210.12-34. 


FOR FACE-AMOUNT CERTIFICATE 
INVESTMENT COMPANIES 


§210.12-19 Investments in securities of unaf- 
filiated issuers. 


No change from format of schedule formerly pre- 
scribed by §210.12-35. 


§210.12-20 Investments in and advances to af- 
filiates and income thereon. 


No change from format of schedule formerly pre- 
scribed by §210.12-36. 


§210.12-21 Mortgage loans on real estate and 
interest earned on mortgages. 
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No change from format of schedule formerly pre- 
scribed by §210.12-37. 


§210.12-22 Real estate owned and rental in- 
come. 


No change from format of schedule formerly pre- 
scribed by §210.12-38. 


§210.12-23 Supplementary profit and loss infor- 
mation. 


No change from format of schedule formerly pre- 
scribed by §210.12-39. 


§210.12-24 Certificate reserves. 


No change from format of schedule formerly pre- 
scribed by §210.12-40. 


§210.12-25 Qualified assets on deposit. 
No change from format of schedule formerly pre- 
scribed by §210.12-41. 

FOR CERTAIN REAL ESTATE COMPANIES 


§210.12-26 Real estate and accumulated depre- 
ciation. [For certain real estate companies] 


No change from format of schedule formerly pre- 
scribed by §210.12-42. 


§210.12-27 Mortgage loans on real estate. [For 
certain real estate companies] 


No change from format of schedule formerly pre- 
scribed by §210.12-43. 


* * 


PART 229 - STANDARD INSTRUCTIONS FOR 

FILING FORMS UNDER SECURITIES ACT OF 

1933 AND SECURITIES EXCHANGE ACT OF 
1934 - REGULATION S-K 


The Commission hereby proposes to add a new 


@ Item 12 to Regulation S-K. 
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§229.20 Information required in document. 


* * * * 


Item 12. Supplementary financial information. 
(a) Selected quarterly financial data. 


(1) Exemption. This rule shall not apply to any 
registrant that does not meet both of the two fol- 
liwng tests: 


(i) First test. The registrant 


(A) Has securities registered pursuant to section 
12(b) of the Securities Exchange Act of 1934 
(other than mutual life insurance companies); or 


(B) Is an insurance company that is subject to 
the reporting requirements of section 15(d) of that 
Act and has securities which also meet the tests 
set forth in paragraphs (1)(i) (C) (7) and (2) of this 
section; or 


(C) Has securities registered pursuant to section 
12(g) of that Act which also 


(1) Are quoted on the National Association of 
Securities Dealers Automated Quotation Sys- 
tem, and 


(2) Meet the following criteria: 


(i) Three or more dealers stand willing to, and 
do in fact, make a market in such stock in- 
cluding making regularly published bona fide 
bids and offers for such stock for their own ac- 
counts; or the stock is registered on a securi- 
ties exchange that is exempted by the Com- 
mission from registration as a national securi- 
ties exchange pursuant to section 5 of the Se- 
curities Exchange Act of 1934. 


(a-1) For purposes of this subsection, the 
insertion of quotations into the National As- 
sociation of Securities Delaers Automated 
Quotation System by three or more dealers 
on at least 10 business days during the six 
month period immediately preceding the fis- 
cal year for which the financial statements 
are required shall satisfy the requirement 
that three dealers be making a market. 
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(ii) There continue to be 800 or more holders 
of record as defined in Rule 12g5- 
1(§240.12g5-1) under the Exchange Act, of 
the stock who are not officers, directors, or 
beneficial owners of 10 percent or more of the 
stock. 


(iii) The issuer continues to be a U.S. corpora- 
tion. 


(iv) There are 300,000 or more shares of such 
stock outstanding in addition to shares held 
beneficially by officers, directors, or beneficial 
owners of more than 10 percent of the stock. 


(v) In addition, the issuer shall meet two of the 
three following requirements: 


(a-1) The shares described in paragraph 
(1)(i)(C)(2)(iv) continue to have a market 
value of at least $2.5 million. 


(a-2) The minimum representative bid price 
of such stock is at least $5 per share. 


(a-3) The issuer continues to have at least 
$2.5 million of capital, surplus, and undi- 
vided profits. 


Instructions. 1. The computation required by (v) 
(a-1) and (v) (a-2) shall be based on the average 
of the closing representative bid prices as reported 
by NASDAQ for the 20 business days immediately 
preceding the fiscal year for which the financial 
statements are required. 


2. The computation required by (v) (a-3) shall be 
as at the last business day of the fiscal year im- 
mediately preceding the fiscal year for which the 
financial statements are required. 


(ii) Second test. The registrant and its con- 
solidated subsidiaries (A) have had a net in- 
come after taxes but before extraordinary 
items and the cumulative effect of a change in 
accounting, of at least $250,000 for each of 


sold or services rendered), income before ex- 
traordinary items and cumulative effect of a 
change in accounting, per share data based 
upon such income, and net income for each full 
quarter within the two most recent fiscal years 
and any subsequent interim period for which in- 
come statements are presented. 


(3) When the data supplied in paragraph (2) of 
this section vary from the amounts previously 
reported on the Form 10-Q [17 CFR 249.308a] 
filed for any quarter, such as would be the case 
when a pooling of interests occurs or where an 
error is corrected, reconcile the amounts given 
with those previously reported describing the 
reason for the difference. 


(4) Describe the effect of any disposals of seg- 
ments of business, and extraordinary, unusual 
or infrequently occurring items recognized in 
each full quarter within the two most recent fis- 
cal years and any subsequent interim period for 
which income statements are presented, as well 
as the aggregate effect and the nature of year- 
end or other adjustments which are material to 
the results of that quarter. 


(5) Paragraphs (1) through (4) of this rule shall 
not apply to a foreign private issuer not required 
to report quarterly financial information on Form 
10-Q; Provided, however, That a foreign regis- 
trant which reports or is requird to report interim 
financial information on Form 6-K shall disclose 
such data in the manner provided in paragraphs 
(1) through (4) with respect to the financial in- 
formation reported on Form 6-K. 


* * * 


PART 240 - GENERAL RULES AND 
REGULATIONS, SECURITIES EXCHANGE ACT 
OF 1934 


the last three fiscal years; or (B) had total as- 1. By revising paragraph (b)(3) of §240.14a-3 to 
sets of at least $200,000,000 for the last fiscal read as follows: 
year-end. 
: §240.14a-3 Information to be furnished to secu- 
(2) Disclosure shall be made of net sales, gross rity holders. 
profit (net sales less costs and expenses as- 
sociated directly with or allocated to products 
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(3) The report shall contain the supplementary 
financial information specified by Item 12 of 
Regulation S-K (17 CFR 229.20). 


* * * 


2. By revising paragraph (a)(3) of §240.14c-3 to 
read as follows: 


§240.14c-3 Annual report to be furnished security 
holders. 


(a) *"* 


(3) The report shall contain the supplementary 
financial information specified by Item 12 of 
Regulation S-K (17 CFR 229.20). 


* * * 


These amendments are proposed to be effective 
with respect to annual and interim periods ending 
after December 15, 1980, although earlier applica- 
tion is encouraged. 


These amendments are proposed to be adopted 
pursuant to authority in Sections 6, 7, 8, 10, and 
19(a) [15 U.S.C. 77 f, 77g, 77h, 77j, 77s] of the 
Securities Act of 1933; Sections 12, 13, 15(d) and 
23(a) [15 U.S.C. 787, 78m, 780(d), 78w] of the 
Securities Exchange Act of 1934; Sections 5(b), 
14, and 20(a) [15 U.S.C. 79e, 79n, 79t] of the 
Public Utility Holding Company Act of 1935; Sec- 
tions 8, 30, 31(c) and 38(a) [15 U.S.C. 80a-8, 
80a-29, 80a-30(c), 80a-37(a)] of the Investment 
Company Act of 1940. 


Pursuant to Section 23 (a)(2) of the Securities Ex- 
change Act, the Commission has considered the 
impact of these proposals on competition and is 
not aware at this time of any burden that such rule 
amendments, if adopted, would impose on compe- 
tition. However, the Commission specifically in- 
vites comments as to the competitive impact of 
these proposals, if adopted. 


In addition, the Commission is mindful of the cost 
to registrants and others of its proposals and rec- 
ognizes its responsibilities to weigh with care the 
costs and benefits which result from its rules. Ac- 
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cordingly, the Commission specifically invites 
comments on the costs to registrants and others of 
the adoption of the proposals published herein. 


By the Commission. 


George A. Fitzsimmons 
Secretary 
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Uniform Instructions as to Financial State- 
ments—Regulation S-X 


ACTION: Proposed rules. 


SUMMARY: The Commission is proposing for 
comment amendments which, if adopted, would 
establish uniform instructions governing the 
periods to be covered by financial statements in- 
cluded in (1) most registration and reporting forms 
filed with the Commission under the Securities Act 
of 1933 and the Securities Exchange Act of 1934, 
and (2) annual reports to security holders fur- 
nished pursuant to the proxy rules. The proposed 
amendments would remove substantially all pres- 
ent instructions as to financial statements from the 
various registration and reporting forms and 
establish a centralized set of instructions in Regu- 
lation S-X. In addition, amendments are being 
proposed which would allow, in most cases, 
interim financial information included in registra- 
tion statements to be presented in the same de- 
gree of detail as is required in quarterly reports 
filed on Form 10-Q under the Exchange Act. The 
proposed rules are intended to simplify the regis- 
tration and reporting and reporting requirments 
under the Federal securities laws and further the 
integration of reporting under the 1933 and 1934 
Acts. 


SEC DOCKET/279 





DATE: Comments should be received by the 
Commission on or before April 30, 1980. 


ADDRESSES: Comments should be submitted in 
triplicate to George A. Fitzsimmons, Secretary, 
Securities and Exchange Commission, 500 North 
Capitol Street, Washington, D.C. 20549. Comment 
letters should refer to File S7-819. All comments 
received will be available for public inspection and 
copying in the Commission’s Public Reference 
Room, 1100 L Street, N.W., Washington, D.C. 
20549. 


FOR FURTHER INFORMATION CONTACT: Law- 
rence C. Best, Office of the Chief Accountant, Se- 
curities and Exchange Commission, Washington, 
D.C. 20549 (202-272-2130). 


SUPPLEMENTARY INFORMATION: The Securi- 
ties and Exchange Commission is proposing for 
public comment amendments to existing rules 
which, if adopted, would (1) establish uniform in- 
structions governing the periods to be covered by 
financial statements; (2) position a centralized set 
of instructions as to financial statements in a new 
Article 3 of Regulation S-X; and (3) reduce the 
burden of registration by allowing most reporting 
companies filing unaudited interim data under the 
Securities Act to provide condensed financial 
statements, in a Form 10-Q format, in lieu of com- 
plete financial statements and schedules. 


Adoption of the rules proposed under this release 
would result in amendments to Forms S-1 [17 
CFR 239.13], S-2 [17 CFR 239.12], S-3 [CFR 
239.13], S-7 [17 CFR 239.26], S-8 ]17 CFR 
239.16b], S-11 [17 CFR 239.18], 10 [17 CFR 
249.210], 10-K [17CFR 249.310], Rule 14a-3 [17 
CFR 240.14a--3], Schedule 14a [17 CFR 
240.14a--1 et seq.], Rule 14c-3 [17 CFR 
240.14c-3], and Regulation S-X [17 CFR 210]un- 
der the Securities Act of 1933 or the Securities 
Exchange Act of 1934. 


1. BACKGROUND 


A. Integration of Reporting Under the 
Securities Acts 


In recent years, the Commission has pursued a 
policy of integration of registration and reporting 
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requirements under the Securities Act of 1933 
(“Securities Act”) and the Securities Exchange Act 
of 1934 (“Exchange Act,” together, the “securities 
acts”). The Commission believes integration of the 
securities acts not only benefits registrants, but 
also offers a more coherent reporting structure. In 
this connection, the Commission has recently un- 
dertaken the task of reexamining the present re- 
porting and disclosure system focusing principally 
on developing ways to improve and simplify the 
registration and reporting process. Initiatives to 
date have resulted in four separate but related 
projects: (1) a project directed toward developing 
the fundamental blueprints for a system of integra- 
tion using principally the annual report to security 
holders as the key disclosure document; (2) a 
project to reevaluate requirements for financial 
statements focusing on issues such as the periods 
to be covered, the entities separately reported 
upon, and pro forma financial statements; (3) a re- 
view of Regulation S-X to identify ways to facilitate 
the integration of the securities acts and eliminate 
requirements which are unnecessary or duplicative 
when compared to existing generally accepted ac- 
counting principles; and (4) a project to design a 
short form for registration of securities in certain 
merger and reorganization transactions using con- 
cepts of integration envisioned by the project out- 
lined in (1) above. 


Each of these projects have progressed to the 
extent that the Commission, in four concurrent re- 
leases, is publishing for comment proposed rules 
which, if ultimately adopted, would have a signifi- 
cant impact on the overall registration and report- 
ing process. The releases can be distinguished by 
the projects from which they evolve. One release 
encompasses the proposed revisions to Form 
10-K, Regulation S-K and the proxy rules, and in- 
troduces the fundamental design of the integrated 
reporting system as currently envisioned by the 
Commission.' Another release contains proposed 


_ changes to Regulation S-X pertaining to those ar- 


ticles reexamined to date (Articles 3, 5 and related 
sections of 12).2 A third release introduces a new 
streamlined disclosure form, Form S-15, designed 
as a short form for registration of securities in 
certain merger and reorganization transactions.? 





' Securities Act Release No. 6176. 
2 Securities Act Release No. 6178. 
3 Securities Act Release No. 6177. 
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And, as the fourth, this release proposes amend- 
ments to establish uniform instructions to govern 
the periods for which financial statements are pro- 
vided. All four releases relate to the overall goal of 
achieving a single integrated disclosure system. 
Each invites public comment and each should be 
read in the context of the proposed format for an 
integrated disclosure system as described more 
fully in the concurrent release on revision of Form 
10-K. 


B. Reexamination of Requirements to Provide 
Financial Statements 


The integrated disclosure system envisioned by 
the Commission and introduced in the concurrent 
release on revision of Form 10-K would serve to 
combine the two present disclosure systems under 
the securities acts into a single disclosure 
framework. When fully operative it would eliminate 
duplicative disclosure by allowing periodic and 
other reports filed under the Exchange Act to also 
be used in registration statements filed under the 
Securities Act. In proposing such an integrated 
system, the Commission recongizes that the basic 
financial statement disclosures under the securi- 


ties acts should not differ significantly and that 
present rules require revision to bring about the 
degree of consistency needed for an integrated 
reporting structure. 


Accordingly, with the objective of integration and 
therefore consistency in mind, the Commission is 
in the process of reexamining the present rules 
governing the financial statements included in (1) 
registration statements filed under the Securities 
Act; (2) periodic reports filed under the Exchange 
Act; and (3) annual reports to security holders fur- 
nished pursuant to the proxy rules. The principle 
issues being focused on include the appropriate 
periods for which financial statements should be 
provided; the significance and utiltiy of separate fi- 
nancial statements for the parent company only, 
subsidiaries not consolidated, 50 percent or less 
owned persons, consolidated majority-owned sub- 
sidiaries engaged in diverse financial activities, 
and affiliates whose securities are pledged as 
collateral; and the objectives of pro forma financial 
statements, the appropriate methods to be used in 
their preparation, and the degree of detail neces- 
sary for sufficient disclosure of the effects of past 
and future successions to other businesses. 
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The first of these areas, the periods for which fi- 
nancial statements should be provided, has been 
given careful consideration and is the principal 
subject of the amendments proposed in this re- 
lease. Studies of the other issues, regarding the 
requirements for separate financial statements 
and pro forma statements, have not yet been 
completed. To assist in its reevaluation of present 
rules regarding these other areas, the Commis- 
sion, in addition to soliciting comments on the pro- 
posed amendments under this release, encour- 
ages commentators to also provide their views on 
existing rules governing preparation of parent 
company only financial statements, other separate 
financial statements referred to above, and pro 
forma financial statements. In providing com- 
ments, commentators should take into considera- 
tion the basic needs of investors as well as the 
proposed format for an integrated reporting sys- 
tem. 


ll. DISCUSSION OF PROPOSED RULES 


A. Uniform Requirement for Periods to be 
Covered by Financial Statements 


Presently, the periods for which financial state- 
ments are required to be filed with the Commission 
vary depending on the particular registration or re- 
porting form being filed. A registrant, for example, 
filing a registration statement on Form S-1 under 
the Securities Act is required to include statements 
of income and changes in financial position for 
three years and a balance sheet as of a recent 
date. A registrant filing a registration statement 
under the same act on Form S-7 is required to 
provide statements of income and changes in fi- 
nancial position for five years and a balance sheet 
as of a recent date. For registration of securities 
using Form S-8, a registrant must provide the fi- 
nancial statements required to be included in Form 
10-K (under the 1934 Act) or in the annual report 
to security holders which include statements of in- 
come and changes in financial position for two 
years plus balance sheets as of the end of the 
most recent two fiscal years. 


As registration and reporting requirements have 
evolved, differences in the rules have been 
created as to the periods for which financial dis- 
closures are required. These differences, in part, 
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have resulted from attempts to tailor disclosure re- 
quirements to the particular circumstances sur- 
rounding the use of the respective forms. Such 
differences in requirements have been a source of 
confusion for many and have contributed to the 
complexity of the present disclosure system. 


The Commission, in connection with its reassess- 
ment of the present reporting and disclosure re- 
quirements, has questioned the necessity for 
these differences among various forms. Common 
to all investment decisions involving securities is 
the need for sufficient information to assess the fi- 
nancial health of the underlying issuer. Whether a 
potential investor is considering investing in a se- 
curity traded on the open market or in one being 
registered for the first time, his method of analysis 
and evaluation is most likely very similar and his 
basic informational needs the same. It is, there- 
fore, difficult to draw meaningful distinctions 
among the various registration and reporting forms 
to support the need for the financial statements to 
encompass differing periods of time. Although the 
nature of securities and the purpose of registration 
may differ in many respects and thus require cer- 
tain disclosures tailored to the specific circum- 
stances of the filing, the Commission believes that 
such varying circumstances may not warrant a 
variation among forms as to the periods to which 
primary financial statements relate. 


The Commission believes that the present differ- 
ences in requirements among the various forms, 
as to the periods to be covered by financial state- 
ments, may not be necessary and that a uniform 
requirement may be appropriate. The establish- 
ment of a uniform requirement would contribute 
significantly to the simplification of the present dis- 
closure framework and would enhance the ability 
to further integrate reporting under the securities 
acts. 


Accordingly, the Commission in connection with 
the other proposed changes to the present disclo- 
sure system, as contemplated by the concurrent 
release on revision of Form 10-K, is proposing for 
comment uniform instructions to govern the 
periods to which financial statements relate. The 
proposed rule would require, in all disclosure 
documents affected by this release, the inciusion 
of audited statements of income and changes in 
financial position for the most recent three fiscal 
years and audited balance sheets as of the end of 
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the most recent two fiscal years. The proposed 
amendments would also remove substantially all 
of the present instructions as to financial state- 
ments from the individual forms and would position 
the revised requirements in Regulation S-X. The 
centralization of these instructions should serve to 
simplify present rules and enhance the ability to 
further integrate reporting under the securities 
acts. 


In proposing a uniform requirement, the Commis- 
sion recognizes that the views of investors may 
vary as to the appropriate number of years neces- 
sary for an informed investment decision. Some 
investors may view financial statements covering 
five years as a minimum while others may be 
satisfied with financial statements covering a 
lesser number of years. Still others may believe 
that the more historical information presented in a 
disclosure document the better protected they are 
as investors. 


The Commission's responsibility, and therefore its 
objective, in structuring a disclosure framework is 
to ensure that the investing public is provided suf- 
ficient information upon which to premise invest- 
ment decisions. The determination of what consti- 
tutes a sufficient degree of disclosure, given the 
broad application of a uniform requirement, is a 
difficult one. Moreover, any uniform rule based on 
sufficiency of disclosure must take into considera- 
tion the practical implications of compliance and 
refrain from mandating financial disclosure in ex- 
cess of the minimum necessary to meet the needs 
of investors in general. 


Two principal alternatives have been considered. 
Alternative one would require audited statements 
of income and changes in financial position for the 
most recent five fiscal years while alternative two, 
which is proposed in this release, would require 
such statements for only the three most recent fis- 
cal years. In approving the proposal of a three- 
year income statement, the Commission consid- 
ered the proposed changes to Regulation SK 
contemplated by the concurrent release on revi- 
sion of Form 10-K. In that release, the Commis- 
sion is proposing to refocus “Management's Dis- 
cussion and Analysis” from the results of opera- 
tions, as presently disclosed in the summary of 
operations, to financial position, changes in finan- 
cial position and results of operations as pre- 
sented in the audited financial statements. Ac- 
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cordingly, the release also proposes the elimina- 
tion of the present requirement to provide a five- 
year summary of operations. 


Because the Commission believes that disclosure 
of five years of certain data, in many cases, may 
be necessary for an evaluation of trends, it pro- 
poses to retain a requirement for companies to 
supply certain data for a five-year period. On the 
other hand, the Commission believes that the in- 
formation necessary for a disclosure of trends may 
be less than that encompassed by a complete set 
of financial statements. As a consequence, the 
Commission is proposing, in the concurrent re- 
lease on revision of Form 10-K, an amendment to 
Regulation S-K requiring registrants to provide a 
summary of selected financial data which man- 
agement believes best portrays trends in a com- 
pany’s operations. At a minimum, registrants 
would be required to include in the summary of 
selected financial data, for five years: net sales or 
operating revenues; income (loss) from continuing 
operations; income (loss) from continuing opera- 
tions per common share; total assets; long-term 
obligations (including long-term debt, capital 
leases and redeemable preferred stock); working 
capital or some other appropriate measure of liq- 
uidity; and cash dividends declared per common 
share. 


The proposed summary of selected financial data 
should generally provide investors sufficient infor- 
mation upon which to assess trends. It should also 
serve to eliminate the need for requiring complete 
financial statements for the earliest two years. Al- 
though the rules proposed herein would require an 
income statement covering the three most recent 
fiscal years, specific comments on the propriety of 
a five-year income statement requirement are in- 
vited. 


Consideration was also given to the notion of 
using two years as a uniform requirement for 
statements of income and changes in financial po- 
sition. A two-year requirement, however, was re- 
jected on the basis that statements for two years 
would most likely not satisfy the needs of most 
users. To evaluate a company’s operations in any 
given year, in terms of changes in operations, 
comparative data for the immediately preceding 
year is required. Accordingly, it is the Commis- 
sion’s view that a three-year requirement provides 
the minimum data necessary for an understanding 
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of changes in performance for two years. A three- 
year requirement is also consistent with the 
periods presently required to be covered by ‘“Man- 
agement’s Discussion and Analysis” and with the 
provisions of the Securities Act of 1933. 


Consistent with the emphasis being placed on in- 
creased use of annual reports and the integration 
of reporting under the securities acts, the pro- 
posed amendments extend to the proxy rules gov- 
erning the distribution of annual reports to security 
holders. Since the proposed amendments repre- 
sent an expansion of present requirements for re- 
porting in annual reports to security holders, com- 
mentators are specifically invited to provide their 
views on any anticipated increased costs which 
may be incurred in complying with the rules as 
proposed. In providing comments, consideration 
should be given to the proposed changes dis- 
cussed in the concurrent releases on revision of 
Form 10-K and Regulation S-X and the emphasis 
which is being placed on the use of the annual re- 
port as a key document in integrating reporting 
under the securities acts. 


B. Interim Financial Information— Age, Form 
and Content 


In addition to proposing a uniform requirement for 
periods to be covered by audited financial state- 
ments, revisions are being proposed relating to the 
age, form and content of unaudited interim finan- 
cial information required to be provided in regis- 
tration statements. Under existing requirements of 
the various forms, a “90 day” or “six-month” rule 
must be followed to determine the age of financial 
information required to be filed. The proposed 
rules would revise and update these requirements 
to recognize quarterly reporting requirements 
under the Exchange Act and would ensure that 
information provided in registration statements 
under the Securities Act is at least as current as 
the data already required to be filed under the Ex- 
change Act. As to form and content, changes are 
being proposed which should greatly reduce the 
burden on most registrants who are required to file 
interim financial information. The proposed 
amendments would in most cases eliminate the 
need to provide complete financial statements and 
schedules for interim periods and would allow 
interim data to be provided in the same degree of 
detail as is required under Form 10-Q. 
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AGE OF FINANCIAL STATEMENTS 


The proposed uniform financial statement re- 
quirement would require audited balance sheets 
as of the end of the two most recent fiscal years 
and audited statements of income and changes in 
financial position for each of the most recent three 
fiscal years. Exceptions to this would occur under 
the proposed rules when filings, other than on 
Forms 10-K or 10, are made within 90 days after 
the registrant's fiscal year and the audited finan- 
cial statements for the most recent fiscal year are 
not available. In these circumstances, the audited 
balance sheets may be as of the end of the two 
preceding years and audited statements of income 
and changes in financial position may be pre- 
sented for each of the three fiscal years preceding 
the date of the most recent audited balance sheet 
presented. However, under these circumstances, 
an additional balance sheet would be required 
(which may be anaudited) as of a date within 90 
days of the date of filing and unaudited statements 
of income and changes in financial position would 
be required on a comparative basis for the interim 
period between date of most recent audited bal- 
ance sheet presented and date of most recent bal- 
ance sheet filed. 


Where a filing is not made within 90 days after the 
end of the registrant’s fiscal year (or 120 days fora 
filing on Form 10), the filing would be required to 
include an additional balance sheet (which may be 
unaudited) as of an interim date within 90 days 
prior to the date of filing, or 135 days if the tests 
described below are met. There would also be in- 
cluded unaudited statements of income and 
changes in financial position for the interim period 
between the end of the most recent fiscal year and 
the date of the most recent balance sheet filed as 
well as for the corresponding interim period of the 
preceding year. 


Under the proposed amendments, if the registrant 
meets the “135 day” tests described below, (i) an 
additional balance sheet need not be provied for 
filings made after 90 days but before 135 days 
after the end of the fiscal year and (ii) the most 
recent balance sheet included in a filing, made 
after 134 days subsequent to the end of the fiscal 
year, may be as of a date within 135 days prior to 
the date of filing. 


“135 Day” Tests: 
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(a) the filing includes audited financial state- 
ments as of the registrant's most recent fiscal 
year end; 


(b) the registrant files annual and other reports 
pursuant to Section 13 or 15(d) of the Securities 
Exchange Act of 1934 and all reports (10-K, 
10-O and 8-K) due at the time of filing have 
been filed; and 


(c) no debt of the registrant is in default as to 
principal, interest or sinking fund provisions. 


This new 135 day rule is being proposed primarily 
to update present rules to recognize quarterly re- 
porting requirements under the Exchange Act. The 
existing six-month rule under Forms S-1, S-7, and 
S-11 has never been updated in recognition of re- 
quirements to file interim data on Form 10-Q. Ap- 
plicable to registrants meeting certain conditions 
more restrictive than those proposed above, the 
six-month rule was originally adopted with Form 
S-1 prior to the inception of quarterly reporting re- 
quirements and was subsequently incorporated 
into Forms S-7 and S-11 without modification. 


Presently, reporting companies are required to file 
unaudited interim financial information on Form 
10-Q within 45 days of the end of each of the first 
three quarters of their fiscal year. Under present 
registration requirements a filing could conceivably 
be filed under the Securities Act with financial in- 
formation less current than that already filed under 
the Exchange Act. Under the proposed amend- 
ments financial statements included in a registra- 
tion statement would be required to be at least as 
current as any financial statements filed under the 
Exchange Act. Although the proposed amend- 
ments would require more current information than 
is required under the six-month rule, they would 
not require reporting companies to provide infor- 
mation any more current than is now required 
under the Exchange Act. 


In addition to the above proposal of a 135 day rule, 
applicable to financial statements as of the filing 
date of a registration statement, financial state- 
ment updating requirements are also being pro- 
posed which focus on the age of financial state- 
ments at the effective date of a registration state- 
ment or at the proposed mailing date in the case of 
a proxy statment. Where the financial statements 
in a filing are as of a date more than 135 days prior 
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to the expected effective date of the filing, or pro- 
posed mailing date in the case of a proxy state- 
ment, the proposed updating requirement would 
require the financial statements to be updated 
through the end of the latest fiscal quarter, on a 
comparative basis, in the same detail as required 
in quarterly reports filed pursuant to Section 13 or 
15(d) of the Exchange Act. The Commission be- 
lieves such an updating requirement is needed to 
ensure that registration statements under the Se- 
curities Act contain information at least as current 
as that required to be filed under the Exchange 
Act. Moreover, the proposed updating requirement 
is generally consistent with present provisions in- 
cluded in “Guide 23” of “Guides for Preparation 
and Filing of Registration Statements.” If the pro- 
posed amendments are ultimately adopted, 
“Guide 23” would be revised or eliminated. 


Form and Content 


In order to achieve a fully integrated disclosure 
system the Commission recognizes that the re- 
quirements under the Securities Act and the Ex- 
change Act must ultimately be made consistent as 
to the form and content of financial statements 
presented for interim periods. Presently, the dis- 
closure requirements for interim data under the 
two acts are significantly different. Interim or stub 
period information included in registration state- 
ments under the Securities Act is required to be 
presented in full compliance with Regulation S-X, 
including complete financial statements and 
schedules. If separate financial statements, for 
annual periods, for the parent company only, un- 
consolidated subsidiaries or any 50 percent or less 
owned persons are required, complete financial 
statements and schedules for these entities are 
also required for interim periods. Under the Ex- 
change Act the disclosure required for interim 
periods is significantly different as to the degree of 
detail and entities for which financial statements 
are provided. On a Form 10-Q only condensed fi- 
nancial statements, without schedules, are re- 
quired for the registrant and its subsidiaries con- 
solidated. In most cases parent company only fi- 
nancial statements are omitted and only sum- 
marized data is provided for significant unconsoli- 
dated subsidiaries and 50 percent or less owned 
persons. 


To move toward greater consistency in require- 
ments for disclosure of unaudited interim informa- 
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tion, the Commission is proposing to allow report- 
ing companies which meet the new 135 day tests 
to present financial statements for interim periods, 
in Securities Act filings, in the same degree of de- 
tail as is required by form 10-Q under the Ex- 
change Act—condensed financial statements with 
schedules omitted. This proposed reduction in 
detail, however, would not eliminate the need to 
provide separate financial statements for entities 
for which annual financial statements may be 
required—parent company only, subsidiaries not 
consolidated, 50 percent or less owned persons, 
consolidated majority-owned subsidiaries engaged 
in diverse financial activities, and affiliates whose 
securities are pledged as collateral. As referred to 
earlier in this release, the Commission has not 
completed its studies regarding the signifcance 
and utility of these separate financial statements 
and therefore it would not be appropriate to elimi- 
nate the requirements for separate financial 
statements at this time. Consequently, under the 
proposed rules separate financial statements 
would continue to be required, but could be pre- 
sented in the same degree of detail as is required 
by Form 10-Q. Other registrants, not meeting the 
new 135 day tests, would continue to be required 
to present complete financial statements and 
schedules for interim periods, as is currently spec- 
ified. Commendts are specifically requested on 
whether this new 135 day test should be extended 
to all registrants. 


Although the proposed rules regarding interim fi- 
nancial information would not result in total uni- 
formity in disclosure under the Securities Act and 
the Exchange Act, they should significantly reduce 
the burden on most registrants required to prepare 
registration documents. 


C. Instructions to Financial Statements 
Centralized in Regulation S-X 


Instructions as to the financial statements to be 
provided in a filing and the periods to be covered 
are presently located in the various registration 
and reporting forms. As previously mentioned, the 
proposed amendments would remove substantially 
all these instructions from the various forms and 
would position a centralized set of instructions in a 
new Article 3 of Regulation S-X. The Commission 
believes that the centralization of these instruc- 
tions would facilitate the establishment of a uni- 
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form requirement for periods to be covered by fi- 
nancial statements and would simplify adoption of 
future amendments needed to further integrate re- 
porting under the securities acts. If the proposed 
amendments are ultimately adopted, Regulation 
S-X which is now titled “Form and Content of Fi- 
nancial Statements” would be revised as “Form 
and Content of and Requirements for Financial 
Statements.” 


In proposing to relocate the instructions as to fi- 
nancial statements to Regulation S-X, it should be 
noted that no significant changes are being pro- 
posed at this time other than those relating to the 
periods to be covered by financial statements and 
those regarding the form and content of interim 
data in registration statements. One minor change 
however that should be considered by commen- 
tators relates to financial statements of develop- 
ment stage companies. 


The proposed amendments would revise the pres- 
ent rules applicable to financial statements of de- 
velopment stage companies required to be filed on 
Form 10-K. Presently, when receipts and expend- 
itures of a development stage company, each, do 
not exceed $5,000, the financial statements may 
be unaudited. The proposed rules would encom- 
pass financial statements of any inactive company 
and would raise the receipts and expenditures 
levels, each, to $100,000. This proposal broadens 
and updates the present rules. 


TEXT OF PROPOSED RULES 
(Regulation S-X) 


PART 210—FORM AND CONTENT OF FINAN- 
CIAL STATEMENTS, SECURITIES 
ACT OF 1933, SECURITIES EX- 
CHANGE ACT OF 1934, PUBLIC 
UTILITY HOLDING COMPANY ACT 
OF 1935, INVESTMENT COMPANY 
ACT OF 1940, AND ENERGY POL- 
ICY AND CONSERVATION ACT OF 
1975 


* 


Articles 3 and 4 are proposed to be amended by 
(1) renumbering the present Article 3 as Article 4, 
(2) renumbering the present §210.4-01 through 
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§210.4-08 as §210.3A-01 through §210.3A-08, 
and (3) inserting new §210.3--01 through 
§210.3-16 as set forth below: 


GENERAL INSTRUCTIONS AS TO FINANCIAL 
STATEMENTS 


These instructions specify the balance sheets and 
statements of income and changes in financial po- 
sition to be included in disclosure documents pre- 
pared in accordance with Regulation S-X. Other 
portions of Regulation S-X govern the examina- 
tion, form and content of such financial state- 
ments, including the basis of consolidation and the 
schedule to be filed. The financial statements de- 
scribed below shall be audited unless otherwise 
indicated. 


For filings under the Securities Act of 1933, atten- 
tion is directed to §230.411(b regarding incorpora- 
tion by reference to financial statements and sec- 
tion 10(a)(3) of the Act regarding information re- 
quired in the prospectus. 


For filings under the Securities Exchange Act of 
1934, attention is directed to §240.12b-23 re- 
garding incorporation by reference and 
§240.12b-36 regarding use of financial statements 
filed under other acts. 


§210.3-01 Balance sheets of the registrant. 


There shall be filed for the registrant and its pred- 
ecessors audited balance sheets as of the end of 
each of the two most recent fiscal years. 


If the filing, other than a filing on Form 10-K or 
Form 10, is made within 90 days after the end of 
the registrant's fiscal year and the audited finan- 
cial statements for the most recent fiscal year are 
not available, the balance sheets may be as of the 
end of the two preceding fiscal years and the filing 
shall include an additional balance sheet (which 
may be unaudited) as of a date within 90 days of 
the date of filing. 


If the filing is not made within 90 days after the end 
of the registrant's fiscal year (or 120 days for fil- 
ings on Form 10), the filing shall also include an 
additional balance sheet (which may be unaudited) 
as of a date within 90 days prior to the date of 
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filing. If the registrant meets the tests set forth 
below, (a) an additional balance need not be pro- 
vided for filings made after 90 days but before 135 
dyas after the end of the fiscal year, and (b) the 
most recent balance sheet included in a filing, 
made after 134 days subsequent to the end of the 
fiscal year, may be as of a date within 135 days 
prior to the date of filing and need not be pre- 
sented in greater detail than is required for quar- 
terly reports filed pursuant to section 13 or 15(d) of 
the Securities Exchange Act of 1934: 


(1) The filing includes audited financial state- 
ments as of the registrant’s most recent fiscal 
year end; 


(2) the registrant files annual and other reports 
pursuant to section 13 or 15(d) of the Securities 
Exchange Act of 1934 and all reports due at the 
time of filing have been filed; and 


(3) no debt of the registrant is in default as to 
principal, interest or sinking fund provisions. 


Notwithstanding the above requirements, the most 
recent interim balance sheet included in a filing 
shall be at least as current as the most recent bal- 
ance sheet filed with the Commission on Form 
10-Q. 


§210.3-02 Statements of income and changes in 
financial position of the registrant. 


There shall be filed for the registrant and its pred- 
ecessors audited statements of income and 
changes in financial position for each of the three 
fiscal years preceding the date of the most recent 
audited balance sheet being filed. 


In addition, for any interim period between the end 
of the most recent of such fiscal years and the 
date of the most recent balance sheet being filed, 
and for the corresponding period of the preceding 
fiscal year, statements of income and changes in 
financial position shall be provided. These interim 
financial statements may be unaudited. If the reg- 
istrant meets all the tests under §210.3-01 for in- 
clusion of the most recent balance sheet as of a 
date within 135 days prior to the date of filing, the 
statements of income and changes in financial po- 
sition required for interim periods need not be pre- 
sented in greater detail than is required for quar- 
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terly reports filed pursuant to section 13 or 15(d) of 
the Securities Exchange Act of 1934. 


See also the instructions under §210.3-06. 


§210.3-03 Omission of registrant's financial 
statements in certain cases. 


Notwithstanding §§210.3-01 and 3-02 above, the 
individual financial statements of the registrant 
may be omitted if (a) consolidated financial state- 
ments of the registrant and one or more of its sub- 
sidiaries are being filed, (b) the conditions speci- 
fied in either of the following paragraphs are met, 
and (c) the basis for the omission is stated in the 
index of financial statements filed. 


(1) The registrant is primarily an operating com- 
pany and all subsidiaries included in the consoli- 
dated financial statements being filed, in the 
aggregate, do not have minority equity interests 
and/or indebtedness to any person other than the 
registrant or its consolidated subsidiaries in 
amounts which together exceed 5 percent of the 
total assets as shown by the most recent year end 
consolidated balance sheet. Indebtedness in- 
curred in the ordinary course of business which is 
not overdue and which matures within one year 
from the date of its creation, whether evidenced by 
securities or not, and indebtedness of subsidiaries 
which is collateralized by the registrant by guar- 
antee, pledge, assignment or otherwise are to be 
excluded for the purpose of this determination. 


(2) The registrant's total assets, exclusive of in- 
vestments in and advances to its consolidated 
subsidiaries, as would be shown by its most recent 
year-end balance sheet if it were filed, constitute 
75 percent or more of the total assets as shown by 
the most recent year-end consolidated balance 
sheet; and the registrant’s total sales and rev- 
enues, exclusive of interest and dividends re- 
ceived from or its equity in the income of the con- 
solidated subsidiaries, as would be shown by its 
income statement, for the most recent fiscal year if 
it were filed, constitute 75 percent or more of the 
total sales and revenues shown by the most recent 
annual consolidated income statement. 


§210.3-04 Consolidated balance sheets. 


There shall be filed consolidated balance sheets of 
the registrant and its subsidiaries as of the same 
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dates and in the same detail as each balance 
sheet of the registrant filed pursuant to §210.3-01. 
The consolidated balance sheets shall be audited 
if the registrant's balance sheet as of the same 
date is audited. If the registrant’s balance sheets 
are omitted pursuant to §210.3-03, the consoli- 
dated balance sheets being filed shall be as of the 
same dates and in the same detail as the balance 
sheets of the registrant which otherwise would be 
required and shall be audited if the corresponding 
balance sheet of the registrant would otherwise be 
required to be audited. 


§210.3-05 Consolidated statements of income 
and statements of changes in financial 
position. 


There shall be filed for the registrant and its sub- 
sidiaries audited statements of income and 
changes in financial position for each of the three 
fiscal years preceding the date of the most recent 
audited balance sheet being filed. 


In addition, for any interim period between the end 
of the most recent of such fiscal years and the 
date of the most recent balance sheet being filed, 
and for the corresponding period of the preceding 
fiscal year, statements of income and changes in 


financial position shall be provided. Such interim 
financial statements may be unaudited. Further, if 
the registrant meets all the tests under §210.3-01 
for inclusion of the most recent balance sheet as 
of a date within 135 days prior to the date of filing, 
the statements of income and changes in financial 
position required for interim periods need not be 
presented in greater detail than is required for 
quarterly reports filed pursuant to section 13 or 
15(d) of the Securities Exchange Act of 1934. 


§210.3-06 Instructions to registrant and consoli- 
dated income statement requirements. 


(a) The statements shall be prepared in com- 
pliance with the applicable requirements of this 
Regulation. 


(b) If the registrant is engaged primarily (1) in 
the general, transmission or distribution of elec- 
tricity, the manufacture, mixing, transmission or 
distribution of gas, the supplying or distribution 
of water, or the furnishing of telephone or tele- 
graph service; or (2) in holding securities of 
companies engaged in such businesses, it may 
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at its option include statements of income and 
changes in financial position (which may be un- 
audited) for the twelve-month period ending on 
the date of the most recent balance sheet being 
filed, in lieu of the income statements for the 
interim periods specified. 


(c) If a period or periods reported on include op- 
erations of a business prior to the date of ac- 
quisition, or for other reasons differ from reports 
previously issued for any period, the statements 
shall be reconciled as to sales or revenues and 
net income in the statement or in a note thereto 
with the amounts previously reported; Provided, 
however, That such reconciliations need not be 
made (1) if they have been made in filings with 
the Comission in prior years or (2) the financial 
statements which are being retroactively ad- 
justed have not previously been filed with the 
Commission or otherwise made public. 


(d) In connection with any unaudited statement 
for an interim period a statement shall be made 
that all adjustments necessary to a fair state- 
ment of the results for such period have been 
included. If all such adjustments are of a normal 
recurring nature, a statement to that effect shall 
be made; otherwise, there shall be furnished 
information describing in appropriate detail the 
nature and amount of any adjustments other 
than normal recurring adjustments entering into 
the determination of the results shown. 


§210.3-07 Past successions to other businesses. 


lf, during the period for which its income state- 
ments are required, the registrant has by purchase 
or pooling of interests succeeded to one or more 
businesses, the additions, eliminations and other 
changes effected in the succession shall be ap- 
propriately set forth in a note or supporting sched- 
ule to the balance sheets being filed, and, if a pur- 
chase has been effected during the most recent 
fiscal year or in a subsequent period, pro forma 
statements of income reflecting the combined op- 
erations of the entities shall be furnished in colum- 
nar form for the latest fiscal year and any compar- 
able interim periods. In addition, if any purchased 
business or businesses, singly or in the aggregate, 
had major significance in relation to the registrant, 
audited income statements, separate or combined 
as appropriate, for such business or businesses 
shall be filed for such periods prior to the purchase 
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as may be necessary when added to the time, if 
any, for which audited income statements after the 
purchase are filed to cover the equivalent of the 
period specified in §§210.3-02 and 3-05 above. 
The test of major significance shall be based on 
the tests used in the term “significant subsidiary” 
with substituted percentages (determined in com- 
parison to the most recent annual consolidated fi- 
nancial statements of the registrant being filed) 
being utilized in relation to the period the busi- 
nesses have been merged prior to the date of the 
registrant's most recent audited balance sheet as 
follows: (1) for one full year or less, no substitu- 
tion; (2) more than one but less than two full years, 
25 percent; and (3) two full years or more, 45 per- 
cent. If financial statements for an acquired busi- 
ness would not be required in the year of acquisi- 
tion, they would not be required subsequently. 
(See Release No. 33-4950 with regard to audit re- 
quirements for such financial statements.) 


This instruction shall not apply with respect to the 
registrant's succession to the business of any to- 
tally held subsidiary or to the succession of one or 
more businesses if such businesses, considered in 
the aggregate, would not meet the test of a signifi- 
cant subsidiary. 


Information required by the foregoing instruction is 
not required to be included in a filing on Form 
10-K. 


§210.3-08 Future successions to other busi- 
nesses. 


(a) If, after the date of the most recent balance 
sheet filed pursuant to §210.3-01 or 3-04 
above, the registrant by purchase or by pooling 
of interests has succeeded to or is about to suc- 
ceed to one or more businesses or has acquired 
or is about to acquire an investment in a busi- 
ness the investment in which is required to be 
accounted for by the equity method, there shall 
be filed for such businesses financial state- 
ments, combined if appropriate, prepared in ac- 
cordance with Regulation S-X. In addition, to 
reflect the succession to any businesses, there 
shall be filed in columnar form (1) a balance 
sheet of the registrant (or the registrant and its 
subsidiaries consolidated, if appropriate), (2) the 
balance sheets of the constituent businesses, 
(3) the changes to be effected in the succession, 
and (4) the pro forma balance sheet of the reg- 
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istrant giving effect to the plan of succession. 
There shall also be filed in columnar form pro 
forma statements of income for the periods for 
which the results of operations of the acquired 
business would have been included in the regis- 
trant’s income statement for a pooling of inter- 
ests or would have been presented on a pro 
forma basis for a purchase had the succession 
occurred on the date of the latest balance sheet 
filed. By a note to the financial statements or 
otherwise, a brief explanation of the changes 
shall be given. 


(b) The acquisiton of securities shall be deemed 
to be the acquisition of a business if such secu- 
rities give control of the business or combined 
with securities already held give such control. In 
addition, the acquisition of securities which will 
extend the registrant’s control of a business 
shall be deemed the acquisition of the business 
if any of the securities being registered here- 
under are to be offered in exchange for the se- 
curities to be acquired. 


(c) No financial statements need be filed, how- 
ever, for any business acquired or to be ac- 
quired or for any business in which an invest- 
ment acquired or to be acquired is required to be 
accounted for by the equity method, from a to- 
tally held subsidiary. In addition, the statements 
of any one or more such businesses may be 
omitted if the businesses, considered in the 
aggregate, would not meet the test of a signifi- 
cant subsidiary; Provided That the statements 
of any business may not be omitted where any 
of the securities being registered are to be of- 
fered in exchange for securities representing 
such business or for assets of such business. 


Information required by the foregoing instruction is 
not required to be included in a filing on Form 
10-K. 


§210.3-09 Financial statements of subsidiaries 
not consolidated and 50 percent or 
less owned persons. 


(a)(1) Subject to §210.3A-03 regarding group fi- 
nancial statements and paragraphs (b) and (c) 
below, there shall be filed for each majority- 
owned subsidiary not consolidated and each 50 
percent or less owned person for which the in- 
vestment is accounted for by the equity method 
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by the registrant or a consolidated subsidiary of 
the registrant the financial statements which 
would be required if each such subsidiary or 
other person were a registrant. Insofar as prac- 
ticable, these financial statements shall be as of 
the same dates or for the same periods as those 
of the registrant. 


(2) If it is impracticable to file financial state- 
ments of any subsidiary not consolidated or 50 
percent or less owned person accounted for by 
the equity method as of a date within 90 days, or 
within 135 days if registrant’s financial state- 
ments are permitted pursuant to §210.3-01 to 
be filed as of a date within 135 days prior to the 
date of filing, there may be filed in lieu thereof 
audited financial statements of such subsidiary 
or other person as of the end of its most recent 
annual or semi-annual fiscal period preceding 
the date of filing the registration statement for 
which it is practicable to do so. 


(b) Summarized financial information. Not- 
withstanding paragraph (a) above, summarized 
information as to assets, liabilities and results of 
operations may be presented on an individual or 
group basis in notes to the financial statements 
for all subsidiaries not consolidated and 50 per- 
cent or less owned persons accounted for by the 
equity method, except such subsidiaries or 50 
percent or less owned persons which are indi- 
vidually significant under the tests specified in 
paragraph (c) below. 


(c) Omission of financial statements required by 
(a) and (b) above. Notwithstanding paragraphs 
(a) and (b) there may be omitted all financial 
statements of any one or more consolidated 
subsidiaries or 50 percent or less owned per- 
sons accounted for by the equity method, if in 
the aggregate (1) neither the registrant's and its 
other subsidiaries’ investments in and advances 
to, nor their proportionate share of the total as- 
sets (after intercompany eliminations) of, such 
subsidiaries and other persons exceed 10 per- 
cent of the total assets as shown by the most 
recent year-end consolidated balance sheet; (2) 
the total sales and revenues (after intercompany 
eliminations) of such subsidiaries or other per- 
sons, reduced to the percentages of equity 
interests held by the registrant and its subsidi- 
aries in such subsidiaries and other persons, do 
not exceed 10 percent of the total sales and 
revenues as shown by the most recent annual 
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consolidated income statement; and (3) the 
registrant's and its other subsidiaries’ equity in 
the income before income taxes and extraordi- 
nary items of the subsidiaries and other persons 
does not exceed 10 percent of such income of 
the registrant and consolidated subsidiaries for 
the most recent fiscal year; Provided That, if 
such income of the registrant and its consoli- 
dated subsidiaries for the last fiscal year is at 
least 10 percent lower than the average of such 
income for the last five fiscal years, such aver- 
age income may be substituted in the determi- 
nation. 


§210.3-10 Financial statements of affiliates 
whose securities collateralize an 
issue registered or being registered. 


(a) For each entity whose securities constitute a 
substantial portion of the collateral for any class 
of securities registered or being registered, 
there shall be filed the financial statements that 
would be required if the affiliate were a regis- 
trant. However, statements need not be filed 
pursuant to this instruction for any person whose 
statements are otherwise filed with the registra- 
tion statement on an individual, consolidated or 
combined basis. 


(b) For the purposes of this instruction, securi- 
ties of a person shall be deemed to constitute a 
substantial portion of collateral if the aggregate 
principal amount, par value, or book value as 
shown by the books of the registrant, or market 
value, whichever is the greatest, of such securi- 
ties equals 20 percent or more of the principal 
amount of the class secured thereby. 


§210.3-11 Financial statements of an inactive re- 
gistrant. 


If a registrant is an inactive entity as defined 
below, the financial statements required by this 
regulation may be unaudited. An inactive entity is 
one meeting all of the following conditions: 


(a) Gross receipts from all sources for the fiscal 
year are not in excess of $100,000; 


(b) The registrant has not purchased or sole any 
of its own stock, granted options therefore, or 
levied assessments upon outstanding stock; 
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(c) Expenditures for all purposes for the fiscal 
year are not in excess of $100,000; 


(d) No material change in the business has oc- 
curred during the fiscal year, including any bank- 
ruptcy, reorganization, readjustment or succes- 
sion or any material acquisition or disposition of 
plants, mines, mining equipment, mine rights or 
leases; 


and 


(e) no exchange upon which the shares are 
listed, or governmental authority having jurisdic- 
tion, requires the furnishing to it or the publica- 
tion of, audited financial statements. 


§210.3-12 Age of financial statements at effective 
date of registration statement or at 
mailing date of proxy statement. 


If the financial statements in a filing are as of a 
date more than 135 days prior to the date the filing 
is expected to become effective, or proposed 
mailing date in the case of a proxy statement, the 
financial statements shall be supplemented with 
condensed financial statements through the end of 
the latest fiscal quarter on a comparative basis. 
Such condensed financial statements shall be pre- 
sented in the same degree of detail as is required 
for quarterly reports filed pursuant to section 13 or 
15(d) of the Securities Exchange Act of 1934. 


§210.3-13 Filing of other financial statements in 
certain cases. 


The Commission may, upon the informal written 
request of the registrant, and where consistent 
with the protection of investors, permit the omis- 
sion of one or more of the financial statements 
herein required or the filing in substitution therefor 
of appropriate statements of comparable charac- 
ter. The Commission may also be informal written 
notice require the filing of other financial state- 
ments in addition to, or in substitution for, the 
statements herein required in any case where 
such statements are necessary or appropriate for 
an adequate presentation of the financial condition 
of any person whose financial statements are re- 
quired, or whose statements are otherwise neces- 
sary for the protection of investors. 


§210.3-14 Special instructions for real estate op- 
erations to be acquired. 
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If, during the period for which income statements 
are required, the registrant (a) has acquired one or 
more properties which in the aggregate are signifi- 
cant, or (b) since the date of the latest balance 
sheet required has acquired or proposes to ac- 
quire one or more properties which in the aggre- 
gate are significant, the following shall be fur- 
nished with respect to such properties: 


(1) Audited income statements, for the three 
most recent fiscal years, which shall exclude 
items not comparable to the proposed future op- 
eration of the property such as mortgage inter- 
est, leasehold rental, depreciation, corporate 
expenses and Federal and state income taxes. 
Earnings per unit shall not be given in these 
statements. 


(2) If the property is to be operated by the regis- 
trant, there shall be furnished a statement 
showing the estimated taxable operating results 
of the registrant based on the most recent 
twelve month period including such adjustments 
as can be factually supported. If the property is 
to be acquired subject to a net lease the 
estimated taxable operating results shall be 
based on the rent to be paid for the first year of 
the lease. In either case, the estimated amount 
of cash to be made available by operations shall 
be shown. There shall be stated in an introduc- 
tory paragraph the principal assumptions which 
have been made in preparing the statements of 
estimated taxable operating results and cash to 
be made available by operations. 


(3) If appropriate under the circumstances, there 
shall be given in tabular form for a limited 
number of years the estimated cash distribution 
per unit showing the portion thereof reportable 
as taxable income and the portion representing 
a return of capital together with an explanation 
of annual variations, if any. If taxable net income 
per unit will become greater than the cash avail- 
able for distribution per unit, that fact and ap- 
proximate year of occurrence shall be stated, if 
significant. 


Information called for by the foregoing instruction 
is not required to be included in filings on Form 
10-K. 


§210.3-15 Special provision as to real estate in- 
vestment trusts. 
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In lieu of the income statements required by 
§210.5-03 there shall be filed statements of in- 
come and expense and statements of realized 
gain or loss on properties and investments which 
shall generally conform with the requirements of 
§§210.6-04 and 6-05. In place of the balance 
sheet caption prescribed by §210.5-02-39(a)(3) 
there shall be shown separately (a) the balance of 
undistributed net income and (b) accumulated net 
realized gain or loss on investments, and the 
statements of other stockholders’ equity shall gen- 
erally conform to the requirements of §210.6-07. 


The trust’s status as a “real estate investment 
trust” under applicable provisions of the Internal 
Revenue Code as amended shall be stated in a 
note referred to in the appropriate statements. 
Such note shall also indicate briefly the principal 
present assumptions on which the trust has relied 
in making or not making provisions for Federal in- 
come taxes. 


The tax status of distributions per unit shall be 
stated (e.g., ordinary income, capital gain, return 
of capital). 


§210.3-16 Reorganization of registrant. 


(a) If, during the period for which its income 
statements are required, the registrant has 
emerged from a reorganization in which sub- 
stantial changes occurred in its asset, liability, 
capital shares, other stockholders’ equity or re- 
serve accounts, a brief explanation of such 
changes shall be set forth in a note or support- 
ing schedule to the balance sheets filed. 


(b) If the registrant is about to emerge from such 
a reorganization, there shall be filed, in addition 
to the balance sheet of the registrant otherwise 
required, a balance sheet giving effect to the 
plan of reorganization. These balance sheets 
shall be set forth in such form, preferably col- 
umnar, as will show in related manner the bal- 
ance sheet of the registrant prior to the reor- 
ganization, the changes to be effected in the 
reorganization and the balance sheet of the re- 
gistrant after giving effect to the plan of reor- 
ganization. By a footnote or otherwise a brief 
explanation of the changes shall be given. 
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PART 239—FORMS PRESCRIBED UNDER THE 
SECURITIES ACT OF 1933 


* * 


1. Form S-1 is proposed to be amended by delet- 
ing Instructions as to Financial Statements and re- 
vising Item 19 to read as follows: 


§239.11 Form S-1, registration statement under 
the Securities Act of 1933. 


Item 19. Financial Statements 


Include in the prospectus the financial statements 
required by Regulation S-X. Although all sched- 
ules required by Regulation S-X are to be included 
in the registration statement, all such schedules 
other than those prepared in accordance with 
Rules 12-27, 12-42 and 12-43 of the Regulation, 
may be omitted from the prospectus. 


* * * * 


2. Form S-2 is proposed to be amended by revis- 
ing Item 13 to read as follows: * * * * * 


§239.12 Form S-2, for shares of certain corpora- 
tions in the development stage. * * * * * 


* * * * 


Item 13. Financial Statements 


Include in the prospectus the financial statements 
required by Regulation S-X. Although all sched- 
ules required by Regulation S-X are to be included 
in the registration statement, all such schedules 
may be omitted from the prospectus. 


* * * * 


3. Form S-3 is proposed to be amended by revis- 


& & 2 * * 


ing Item 12 to read as follows: 


§239.13 Form S-3, for shares of mining corpora- 
tions in the development stage. 


* * * 
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Item 12. Financial Statements 


Include in the prospectus the financial statements 
required by Regulation S-X. Although all sched- 
ules required by Regulation S-X are to be included 
in the registration statement, all such schedules 
may be omitted from the prospectus. 


* * * * 


4. Form S-8 is proposed to be amended by revis- 
ing Item 17 and paragraph (b) of Item 11 to read 
as follows: * ‘ ’ F 


§239.16b Form S-8, for registration under the Se- 
curities Act of 1933 of securities to be 
to cer- 


offered to employees pursuant 
isin |. DIANGS..0.7% 6: 424)? 


* 


* * 


Item 17. Financial Statements of the Issuer 


Include in the prospectus the financial statements 
required by Regulation S-X for the issuer and its 
subsidiaries consolidated. All schedules may be 
omitted from the registration statement except 
those prepared in accordance with Rules 12-27, 
12-42 and 12-43 which shall be included in the 
prospectus. 


Instruction. \f the annual report of the issuer to its 
security holders for its last fiscal year includes au- 
dited financial statements substantially meeting 
the above requirements, such statements may be 
incorporated by reference in the prospectus. If 
such financial statements are incorporated by ref- 
erence in the prospectus, copies of the annual re- 
port shall be filed as an exhibit of the registration 
statement and the accountant’s certificate shall be 
manually signed on one of such copies. 


* * * * * 


(b) An audited statement of income and changes 
in plan equity for each of the latest three fiscal 
years of the plan (or such lesser period as the plan 
has been in existence). 


* * * * * 


5. Form S-11 is proposed to be amended by de- 
leting Instructions to Financial Statements and re- 
vising Item 24 to read as follows: 
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§239.18 Form S-11, for registration under the Se- 
curities Act of 1933 of securities of cer- 
tain real estate companies. 


7 * * 


Item 24. Financial Statements 


Include in the prospectus the financial statements 
required by Regulation S-X. Although all sched- 
ules required by Regulation S-X are to be included 
in the registration statement, all such schedules 
other than those prepared in accordance with 
Rules 12-19 (which replaces Rule 12-02 for this 
form), 12-42 and 12-43 of the Regulation may be 
omitted from the prospectus. 


* * * 


6. Form S-7 is proposed to be amended by delet- 
ing Item 6 and revising Item 11 to read as follows: 


§239.26 Form S-7, for regisration under the Se- 
curities Act of 1933 of securities of cer- 
tain issuers. 


Item 11. Financial Statements 


Include in the prospectus all financial statements 
required by Regulation S-X. All schedules may be 
omitted from the registration statement except 
those prepared in accordance with rules 12-27, 
12-42 and 12-43 which shall be included in the 
prospectus. 


PART 249—FORMS, SECURITIES EXCHANGE 
ACT OF 1934 


* 


1. Form 10 is proposed to be amended by deleting 
Instructions to Financial Statements and adding a 
new Item 17 to read as follows: 


§249.210 Form 10, general form for registration of 
securities pursuant to section 12(b) or 
(g) of the Securities Exchange Act of 
1934 


* * * * 
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Item 17. Financial Statements 


Include in the registration statement all financial 
statements required by Regulation S-X. 


* * * * 


2. Form 10-K is proposed to be amended by de- 
leting the Instructions as to Financial Statements 
and revising the present Item 12. See proposed 
technical amendments in the concurrent release 
on revision of Form 10-K (Securities Act Release 
No. 6176). 


PART 240—GENERAL RULES AND 
REGULATIONS SECURITIES, EXCHANGE ACT 
OF 1934 


* 


1. Rule 14a-3 is proposed to be amended by re- 
vising paragraphs (b)(1, (b){2) and (b)(3). For pro- 
posed revision to paragraph (b)((3), see concur- 
rent Securities Act Release No. 6178. Paragraphs 
(b)(1) and (b)(2) are proposed to be revised to 
read as follows: 


§240.14a-3 Information to be furnished to secu- 
rity holders. 


* 


(1) The report shall include the financial state- 
ments required by Regulation S-X for the regis- 
trant and its subsidiaries consolidated. Any finan- 
cial statement schedules or exhibits which may 
otherwise be required in filings with the Commis- 
sion may be omitted. Investment companies reg- 
istered under the Investment Company Act of 1940 
need include financial statements only for the last 
fiscal year. 


(2) Financial statements and notes thereto shall be 
presented in roman type at least as large and as 
legible as 10-point modern type. If necessary for 
convenient presentation, the financial statements 
may be in roman type as large and as legible as 
8-point modern type. All type shall be leaded at 
least 2-point. 


294/SEC DOCKET 


2. Rule 14a-101 is proposed to be amended by 
revising Item 15 of Schedule 14A (§240.14a-101) 
to read as follows: 


§240.14a-101 Schedule 14a. Information required 
in proxy statement. 


* 


Item 15. Financial statements. 


If action is to be taken with respect to any matter 
specified in Item 12, 13 or 14 above, furnish the 
financial statements required by Regulation S-X. 
One copy of the definitive proxy statement filed 
with the Commission shall include a manually 
signed copy of the accountant’s certificate. 


The financial statements of an acquired company 
not subject to the reporting provisions of the Ex- 
change Act required to be furnished pursuant to 
Regulation S-X shall be certified to the extent 
practicable. However, if the proxy statement is to 
be included in a filing on Form S-14, the financial 
statements of the acquired business must be cer- 
tified for three years or must comply with the re- 
quirements of Securities Act Release No. 4950. 


Notwithstanding the provisions of Regulation S-X, 
no schedules other than those prepared in ac- 
cordance with Rules 12-27, 12-42 and 12-43 of 
that regulation need by furnished in the proxy 
statement. 


Parent company only financial statements are not 
required to be filed unless necessary to make the 
financial statements not misleading. 


* * * 


3. Rule 14c-3 is proposed to be amended by re- 
vising paragraphs (a)(1), (a)(2) and (a)(3). For 
proposed revision to paragraph (a)(3), see concur- 
rent Securities Act Release No. 6178. Paragraphs 
(a)(1) and (a)(2) are proposed to be revised to 
read as follows: 


§240.14c-3 Annual report to be furnished security 
holders. 
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(a) *** 


(1) The report shall include the financial state- 
ments required by Regulation S-X for the regis- 
trant and its subsidiaries consolidated. Any finan- 
cial statement schedules or exhibits which may 
otherwise be required in filings with the Commis- 
sion may be omitted. Investment companies reg- 
istered under the Investment Company Act of 1940 
need include financial statements only for the last 
fiscal year. 


(2) Financial statements and notes thereto shall be 
presented in roman type at least as large and as 
legible as 10-point modern type. If necessary for 
convenient presentation, the financial statements 
may be in roman type as large and as legible as 
8-point modern type. All type shall be leaded at 
least 2-point. 


* 


STATUTORY AUTHORITY FOR PROPOSED 
AMENDMENTS 


These amendments are proposed pursuant to au- 
thority in Sections 6, 7, 8, 10 and 19(a) [15 U.S.C. 
77f, 77g, 77h, 77j, 77s] of the Securities Act of 
1933; Sections 12, 13, 15(d) and 23(a) [15 U.S.C. 
81, 78m, 780(d), 78w] of the Securities Exchange 
Act of 1934; Sections 5(b), 14 and 20(a) [15 
U.S.C. 79e, 79n 79t] of the Public Utility Holding 
Company Act of 1935; Sections 8, 30, 31(c) and 
38(a) [16 U.S.C. 80a-8, 80a-29, 80a-30(c), 80a- 
37(a)] of the Investment Company Act of 1940. 


The Commission is mindful of the cost to regis- 
trants and others of its proposals and recognizes 
its responsibilities to weight with care the costs 
and benefits which result from its rules. Accord- 
ingly, the Commission specifically invites com- 
ments on the costs to registrants and others of the 
adoption of the proposals published herein. 


Pursuant to Section 23(a)(2) of the Securities Ex- 
change Act, the Commission specifically invites 
comments as to the competitive impact of these 
proposals, if adopted. 


These amendments are proposed to be effective 
for filings made after December 15, 1980 with the 
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provision that registrants may, at their option, 
apply the amended rules upon adoption. 


All interested persons are invited to submit 10 
copies of their views and comments on the 
foregoing to Georgie A. Fitzsimmons, Secretary, 
Securities and Exchange Commission, Washing- 
ton, D.C. 20549 on or before April 30, 1980. Such 
communications should refer to File S7-819 and 
will be available for public inspection. 


By the Commission 


George A. Fitzsimmons 
Secretary. 





SECURITIES ACT OF 1933 
Release No. 6180/January 17, 1980 


Exemption of Limited Offers and Sales by Qual- 
ified Issuers 


ACTION: Adoption of rules, rule amendments, and 
forms. 


SUMMARY: The Commission is adopting a small 
issue exemptive rule under Section 3(b) of the Se- 
curities Act of 1933 which allows certain corporate 
issuers to offer and sell up to $2,000,000 per issue 
of their securities to an unlimited number of 
institutional-type purchasers, purchasers of at 
least $100,000 of securities, or the issuer's execu- 
tive officers or directors, and to 35 other pur- 
chasers. An issuer offering an issue of securities 
pursuant to the rule must furnish prospective in- 
vestors with specified information in certain in- 
stances and file one or more notices of sales after 
the first sale of securities of the issue is made. 


EFFECTIVE DATE: February 25, 1980. 


FOR FURTHER INFORMATION CONTACT: Gail 
Gordon Alkire, (202) 272-2644, Office of Small 
Business Policy, Division of Corporation Finance, 
Securities and Exchange Commission, 500 North 
Capitol Street, Washington, D.C. 20549. 


SUPPLEMENTARY INFORMATION: The Securi- 
ties and Exchange Commission is adopting Rule 
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242 [17 CFR 230.242], Form 242 [17 CFR 
239.242], and a corresponding amendment to 
Rule 144 [17 CFR 230.144] under the Securities 
Act of 1933 (the ‘Securities Act)”) [15 U.S.C. 77a 
et seq., aS amended]. 


The Commission published proposed Rule 242 for 
comment in Securities Act Release No. 6121 
(September 11, 1979) (44 FR 54258). As adopted, 
Rule 242 allows certain domestic and Canadian 
corporate issuers to sell up to $2,000,000 per 
issue of their securities in any six-month period to 
an unlimited number of ‘accredited persons,” de- 
fined as certain specified institutions, purchasers 
of $100,000 or more of securities, and executive 
officers and directors of the issuer, and to 35 other 
purchasers. If sales are made only to accredited 
persons, the Rule does not require that the issuer 
furnish specified information to them. If sales are 
made to accredited and non-accredited persons, 
or only to non-accredited persons, the Rule re- 
quires that the issuer furnish all purchasers with 
the same kind of information as that specified in 
Part | of Form S-18 [17 CFR 239.28] to the extent 
material, during the transaction and prior to sale. 
In addition, the issuer must make available to any 
non-accredited person, upon his written request 
prior to purchase, any information obtained from 
the issuer in writing by an accredited person prior 
to the date of purchase by the non-accredited per- 
son. No general advertising or solicitation is per- 
mitted. Securities sold pursuant to Rule 242 are 
deemed to have the same status as if they had 
been acquired in a transaction pursuant to Section 
4(2) of the Securities Act and cannot be resold 
without registration or an exemption therefrom. 


Under Rule 242, the issuer must file a notice with 
the Commission’s Office of Small Business Policy, 
Division of Corporation Finance, at the Commis- 
sion’s principal office in Washington, D.C., 10 days 
after the first sale of securities in any issue is 
made in reliance on the Rule and 10 days after the 
completion of the issue. Every six months until the 
completion of the issue, the issuer also must file 
amended notices which disclose facts which have 
changed since the last notice as to such issue was 
filed. The notice form calls for certain data re- 
garding the issuer which is necessary for Commis- 
sion monitoring and rulemaking purposes. 


The exemption provided by Rule 242 is in the na- 
ture of an experiment. The Commission will 
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monitor closely the use of Rule 242 for an appro- 
priate period to determine whether the Rule has 
functioned as an effective means for issuers, par- 
ticularly small issuers, to raise limited amounts of 
capital through unregistered offerings to the public 
consistent with the protection of investors. After 
such period, the Commission will decide whether 
the Rule ought to be retained, and, if so, whether 
the conditions for its availability ought to be re- 
vised. 


This release contains a general discussion of the 
background, purpose, and effect of the Rule and a 
brief synopsis of the major provisions of the Rule 
which will assist in a better understanding of its 
provisions. In addition, a discussion of the signifi- 
cant public comment received is included. 


BACKGROUND 


The Commission currently is engaged in an evalu- 
ation of the impact of its rules and regulations on 
the ability of small business to raise capital and 
the financial and other effects on small businesses 
of its disclosure policies under the securities acts. 
In April and May of 1978, the Commission con- 
ducted an examination into these matters in 21 
days of public hearings held in six cities across the 
country.1 Primarily as a result of the views ex- 
pressed at the hearings, the Commission recently 
has taken several significant actions designed to 
ease the impact of the federal securiteis laws on 
small business consistent with the protection of in- 
vestors.2 The adoption of Rule 242 represents an 
important step in this process. 





'A summary of the record of the proceeding is 
available for public inspection in File No. S7-734 
at the Commission’s Public Reference Section, 
1100 L Street, N.W., Washington, D.C. 20549, 
(202) 523-5360. The hearings were recommended 
by the Advisory Committee on Corporate Disclo- 
sure to the Securities and Exchange Commission. 
House Comm. on Interstate and Foreign Com- 
merce, 95th Cong., 1st Sess. 511 (Comm. Print 
No. 95-29, 1977). 

2A summary of these actions is set forth in Securi- 
ties Act Release No. 6049 (April 3, 1979) (44 FR 
21562). Subsequently, in Securities Act Release 
No. 6075 (June 1, 1979) (44 FR 33362), the 
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DISCUSSION 


Rule 242 is designed to address the problems en- 
countered by small businesses in using other 
exemptive provisions of the Securities Act and 
rules promulgated thereunder. Commentators at 
the Commission’s small business hearings indi- 
cated that existing exemptive rules, particularly 
Rules 146 [17 CFR 230.146] and 240 [17 CFR 
230.240], were not especially helpful to small 
businesses. 


Rule 146 was designed to provide objective 
standards on which an issuer may rely in claiming 
the exemption from registration provided in Sec- 
tion 4(2) of the Securities Act for transactions not 
involving any public offering. The commentators at 
the hearings consistently stated, however, that 
Rule 146 raises compliance problems for smaller 
issuers which render the availability of the exemp- 
tion uncertain. Specifically, Rule 146 requires the 
issuer to make a subjective determination as to the 
sophistication of each offeree and each purchaser. 
In addition, the commentators were uncertain 
whether Rule 146 compels compliance with cur- 
rent staff guidelines and interpretations as to the 
requirements of forms and schedules, in those in- 
stances in which the issuer must furnish offerees 
the same information “as would be required to be 
included” in a particular registration statement or 
on Schedule | of Regulation A. The Rule’s provi- 
sions as to omissions of immaterial information, 
moreover, may make technial violations likely. 


Rule 240 also was criticized, although it does not 
contain offeree or purchaser sophistication stand- 
ards or a mandatory disclosure requirement. 





Continued from preceding page 


Commission authorized the use of a preliminary 
offering circular in connection with an underwritten 
offering pursuant to Regulation A [17 CFR 
230.251-264]. In Securities Act Release No. 6136 
(October 16, 1979) (44 FR 61941), the Commis- 
sion announced it would not take enforcement ac- 
tion if an issuer fails to qualify under the applicable 
provisions of the Trust Indenture Act of 1939 [15 
U.S.C. 77aaa et seq., as amended] the trust 
indenture for a public debt offering of $1,500,000 
or less of securities on Form S-18 [17 CFR 
239.28]. 
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Commentators claimed that Rule 240 is of limited 
utility because it is available only for offerings of 
$100,000 or less in 12 months by an issuer whose 
securities are owned beneficially by not more than 
100 persons. The utility of rule 240 is diminished 
further by the Rule’s prohibition against the pay- 
ment of commissions for the solicitation of pur- 
chasers. 


Rule 242 is intended to facilitate small business 
capital formation in a manner consistent with the 
protection of investors by addressing the problems 
encountered by those issuers seeking to utilize the 
exemptive provisions. The Commission believes 
that Rule 242 will reduce the currently-perceived 
uncertainty regarding their use. Specifically, Rule 
242, by reference to Part | of Form S-18, specifies 
the kind of information which must be furnished 
during the course of an issue and adds a mate- 
riality standard to that requirement, rather than re- 
quiring all information which would be required to 
be included in a registration statement on, e.g., 
Form S-1 [17 CFR 239.11] or in an offering circu- 
lar pursuant to Regulation A. Also, the Rule does 
not require the issuer to make any subjective de- 
termination regarding the sophistication or finan- 
cial condition of offerees and purchasers. The is- 
suer need only examine purchasers to determine 
whether they are accredited or non-accredited 
persons based upon the objective criteria set forth 
in the Rule for purposes of computing the 35- 
purchaser limit. 


The Commission received almost 300 comment 
letters on proposed Rule 242. Virtually all the let- 
ters supported the proposed rule; none opposed 
its adoption. The only significant body of letters 
which disagreed with approaches taken in the 
Rule were those (such as those from the real 
estate industry) which urged expansion of its 
availability. 


SYNOPSIS 
A section-by-section discussion of the Rule fol- 


lows. The reader’s attention, however, is directed 
to the Rule itself for a complete understanding. 


Rule 242 


Preliminary Notes. The preliminary notes generally 
follow these found in Rules 146 and 240 and refer 
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to other securities law considerations which are 
involved in the use of Rule 242. Preliminary Note 
6, in particular, advises the user that the statutory 
exemption from registration which the Rule pro- 
vides relates to exempt “issues” of securities. An 
“issue” is not defined either in Section 3(b) of the 
Securities Act or in the Rule. The Note provides 
guidance as to what factors the Division of Corpo- 
ration Finance previously has indicated should be 
considered in determinign whether offers and 
sales should be integrated and, therefore, consid- 
ered part of a single “issue.” 


Definitions. Rule 242(a) sets forth definitions of 
certain terms used in the Rule. 


Accredited Person. Paragraph (a)(1)(i) defines as 
an accredited person any bank of the type whose 
securities are exempt from registration under the 
Securities Act of any insurance company, any 
registered investment company, or any Small 
Business Investment Company licensed by the 
Small Business Administration. In addition, certain 
employee plans advised either by a bank, insur- 
ance company, or registered investment adviser 
also qualify as accredited persons. 


Some commentators recommended that the class 
of institutional investors which paragraph (a)(1)(i) 
defines as accredited persons be expanded. It was 
proposed that venture capitalists or other entities 
with either a specified minimum net worth or asset 
value, or both, be deemed to be accredited per- 
sons. The Commission, however, has determined 
to adopt paragraph (a)(1)(i) substantially as pro- 
posed. After it has had an opportunity to monitor 
the use of the Rule for an appropriate period, the 
Commission will reconsider whether to enlarge the 
class of institutions which may be categorized as 
accredited persons. The Commission notes that it 
currently has under review a definition of a “busi- 
ness development company” which it published for 
comment in July 1979? as part of a rule proposal 
under the Investment Advisers Act of 1940 (the 
“Advisers Act’) [15 U.S.C. 80b-1]. Since a “busi- 
ness development company” would be functionally 





3Investment Advisers Act Release No. 680 (June 
19, 1979) (44 FR 37470). The proposed rule would 
exempt registered investment advisers to such 
companies from certain provisions of the Advisers 
Act. 
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similar to a venture capital company, the Commis- 
sion believes it appropriate to defer consideration 
of “accredited person” treatment for venture cap- 
ital companies until it has defined “business de- 
velopment companies” in the current rulemaking 
proceeding under the Advisers Act. 


Paragraph (a)(1)(i) has been amended to delete 
the specific reference to Individual Retirement Ac- 
counts which appeared in proposed Rule 242. 
Under the final rule, if a plan fiduciary which is a 
bank, insurance company, or registered invest- 
ment adviser makes the investment decision, any 
employee benefit plan within the meaning of Title | 
of the Employee Retirement Income Security Act 
of 1974 (“ERISA”) will be an accredited person. 
The Commission believes that the “prudent man” 
standard to which Title | of ERISA holds the plan 
fiduciary provides a desirable check on the plan 
fiduciary’s discretion especially with respect to In- 
dividual Retirement Accounts. 


In a purely technical revision of proposed Rule 
242, the Commission has eliminated the separate 
reference in paragraph (a)(1)(i) to Minority Enter- 
prise Small Business Investment Companies, 
since the term ‘Small Business Investment Com- 
pany” is inclusive of them. 


Paragraph (a)(1)(i) of the definition of “accredited 
person” includes purchasers of at least $100,000 
of the issuer’s securities sold in reliance on Rule 
242 who pay for the securities with cash or a 
cash-equivalent, including certain obligations to 
pay, or the cancellation of indebtedness. This part 
of the definition is similar to Rule 146(g)(2)(i)(d). 
Rule 146(g) limits the number of purchasers of se- 
curities offered in reliance on that Rule to 35, as 
does Rule 242. In calculating the number of pur- 
chasers for purchasers for purposes of determin- 
ing whether the ceiling has been reached, Rule 
146(g(2)(i)(d) excludes persons who buy at least 
$150,000 of securities for cash or installments. 
Rule 242(a)(1)(ii) does not permit the minimum 
purchase price to be paid in installments which last 
more than 60 days. Otherwise, Rule 242 follows 
the approach in Rule 146 but lowers the minimum 
purchase to $100,000. 


Several commentators recommended that the 
threshold be reduced even further to $50,000. 
Others found the $100,000 minimum a welcome 
improvement over the $150,000 minimum in Rule 
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146(g)(2)(i)(d). The Commission has determined 
to retain at this time the $100,000 figure originally 
proposed as the minimum amount of securities an 
investor must purchase to qualify as an accredited 
person. 


Similarly, the Commission has retained the re- 
quirement that an accredited person discharge any 
obligation to pay for securities within 60 days of 
the first issuance of the securities. Some com- 
mentators recommended that Rule 242 be con- 
formed to Rule 146 by permitting installment pay- 
ments. The Commission believes, however, that 
the 60-day limit on obligations to pay is necessary 
to assure that the accredited person has the eco- 
nomic bargaining power to obtain access to the 
information he requires to make an informed in- 
vestment decision. 


New paragraph (a)(1)(iii) includes as an accredited 
person any director or executive officer of the is- 
suer of securities offered in reliance on the Rule. 
The definition of ‘executive officer” is contained in 
new paragraph (a)(3) and is identical to the defini- 
tion of that term in Rule 240(a)(3). Paragraph 
(a)(1)(iii) reflects the Commission's determination 
that, by virtue of his position with the issuer, an 
executive officer or director will have access to 
information which is necessary for him to make an 
informed investment decision about the issuer's 
securities. 


It should be noted that at the time of the sale of the 
securities an issuer must have reasonable 
grounds for believing and must believe that those 
purchasers whom it does not count for purposes of 
paragraph (e) of the Rule or who do not receive 
the information specified in paragraph (f) of the 
Rule meet the definition of “accredited person” in 
paragraph (a)(1). 


Affiliate and Predecessor. The definition of “af- 
filiate” in subparagraph (a)(2) of the Rule is de- 
rived from Rules 146 and 240. “Predecessor,” as 
defined in subparagraph (a)(4), is similarly defined 
under Regulation A. 


Qualified Issuer. Subparagraph (a)(5) provides 
that the Rule is available to any domestic or 
Canadian corporate issuer which is not an invest- 
ment company, a company which is engaged or 
intends to engage in signficant oil, gas, or mining 
operations, or a company for the securities of 
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which no exemption under Regulation A is avail- 
able because of the provisions of Rule 252(c),(d), 
or (e) of Regulation A. Except for the exclusion of 
issuers disqualified from using Regulation A, the 
restrictions on the issuers eligible to use the Rule 
generally are consistent with similar restrictions 
recently included in Form S-18.4 


The Commission excluded any issuer disqualified 
from using Regulation A from the definition of a 
qualified issuer in the interest of investor protec- 
tion. The Commission believes that this safeguard 
is necessary in light of the experimental nature of 
Rule 242. Rule 252(c), (d), and (e) provide that no 
exemption under Regulation A shall be available 
for the securities of an issuer, if, among other 
things, the issuer, any of its predecessors, or any 
of certain affiliates has been convicted within a 
certain period of time of an offense involving the 
purchase or sale of securities or is subject to an 
order enjoining conduct in connection with the pur- 
chase or sale of securities. 


Rule 252(f) provides that the Commission may 
grant relief, upon a showing of good cause, from 
any disqualification from the use of Regulation A 
imposed by paragraphs (c), (d), or (e) of Rule 252. 
Relief similarly may be sought under Rule 
242 (a)(5)(v), if the issuer otherwise is eligible and 
wishes to use Rule 242. 


A majority of the commentators recommended that 
the definition of a qualified issuer be significantly 
expanded. Members of the real estate industry 
and others connected with it advocated the inclu- 
sion of limited partnerships in the definition. They 
argued that new ventures should not be forced into 
corporate form to take advantage of Rule 242, 
since the choice of other than corporate from may 
be perfectly legitimate. Tax considerations, in par- 
ticular, may make a limited partnership the op- 
timum vehicle for some businesses. Other com- 
mentators recommended that the Commission 
treat issuers with significant oil and gas or mining 
operations as qualified issuers for purposes of 
Rule 242. 


The Commission believes it appropriate at this 
time to limit the definition of qualified issuer and 





4See Securities Act Release No. 6049 (April 3, 
1979) (44 FR 21562). 
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has retained the exclusions originally proposed 
primarily for two reasons. As noted above, Rule 
242 is in the nature of an experiment. After an ap- 
propriate period, the Commission will determine 
whether the availability of the Rule should be 
broadened. Moreover, the informational require- 
ments of Rule 242 with respect to non-accredited 
purchasers, i.e., to provide the same kind of in- 
formation specified in Part | of Form S-18 to the 
extent material, do not contemplate offerings of 
limited partnership interests or offerings by issuers 
engaged in significant oil and gas or mining opera- 
tions. Form S-18 would not provide guidance as to 
the specialized disclosure which would be required 
to be made in connection with any such offering of 
securities. 


The Commission is committed to undertaking a 
general review of the use of Form S-18 in the sec- 
ond quarter of 1980. As part of its review, the 
Commission will consider whether to revise the 
Form to make it available to limited partnerships 
and companies engaged in oil and gas or mining 
operations. It is possible that as a result of this re- 
view the Commission will make changes in the 
definition of ‘qualified issuer” in Rule 242. 


Securities of the Issuer. This term is defined in 
subparagraph (a)(6) to include within the securities 
offered and sold by the issuer those securities is- 
sued by affiliates who became affiliates in the past 
year and by predecessors. This type of definitional 
provision is similar to one found in Regulation A. 
The purpose of such a provision is to prevent an 
issuer from setting up numerous corporate entities 
which it controls and causing each of these entities 
to make offerings pursuant to Rule 242, thereby 
avoiding the Rule’s dollar ceiling. 


Conditions to be Met. Rule 242(b) points out that, 
in order for a qualified issuer to have a valid 
exemption for each issue of its securities offered 
and sold pursuant to Rule 242, the issuer must 
satisfy all of the Rule’s conditions. “Issue” is not 
defined in Section 3(b) or in Rule 242. Determina- 
tion of whether separate sales of securities are 
part of the same issue and thus must be deemed 
to be integrated depends upon a consideration of 
traditional integration factors concerning the 
methods of sale and distribution employed to ef- 
fect the offering and the disposition of the pro- 
ceeds. In order to assist the issuer in determining 
which offers and sales constitute parts of a single 
issue, paragraph (b) contains a qualified safe har- 
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bor from integration. This safe harbor is fashioned 
after a similar concept contained in Rule 146(b)(1) 
and provides that any sales of the issuer’s securi- 
ties more than six months prior to a Rule 242 offer 
or sale and any offers and sales after the six- 
month period following a Rule 242 offer or sale will 
not be integrated with the Rule 242 issue. How- 
ever, normal integration principles will apply to any 
such sales outside the two six-month periods if the 
issuer makes an offer or sale of securities of the 
same or a similar class, other than offers or sales 
pursuant to any Section 3(b) exemption or any 
employee plan as defined in Rule 16b-3 [17 CFR 
240.16b-3] under the Securities Exchange Act of 
1934 (the “Exchange Act”) [15 U.S.C. 78a et seq., 
as amended] in the six months before or after the 
Rule 242 offers or sales.° 


In the original proposal, only sales pursuant to a 
Regulation A exemption were permitted within the 
two six-month periods without rendering the safe 
harbor inoperative. In the final rule, first, the safe 
harbor ocntinues to be effective despite transac- 
tions under any Section 3(b) exemption during the 
six months before and after the rule 242 issue. 
The new provision is intended to allow an issuer 
greater flexibility in its capital-raising programs, 
especially since the $2,000,000 aggregate offering 
price ceiling in paragraph (c) limits the potential for 
the issuer to raise large sums by circumventing the 
registration provisions of the Securities Act 
through multiple offerings pursuant to Section 3(b). 
Secondly, offers or sales pursuant to employee 
plans have been added to those transactions 
which will not render the safe harbor inoperative if 
made during the applicable six-month periods. 
This change alleviates the public commentators’ 
fear that continuous offers pursuant to outstanding 
employee stick options, sales of the underlying se- 
curities upon exercise of the options, or offers or 
sales pursuant to employee stock purchase plans 
could result in the loss of the issuer’s safe harbor. 


Limitations on Aggregate Offering Price of Each 
Issue. Paragraph (c) limits the amount of each 
issue of securities sold pursuant to Rule 242 to the 
amount specified in Section 3(b), which presently 
is $2,000,000. 





5|t should be noted that the Rule provides no safe 
harbor from integration as to any offers or sales 
occurring in the six months immediately before or 
after a Rule 242 offer or sale. 
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Solely for purposes of calculating this aggregate 
dollar limit, an issuer must include the aggregate 
gross proceeds for all Section 3(b) sales of securi- 
ties of the issuer, other than Regulation A sales 
under an employee plan, in the six months pre- 
ceding the commencement of and during the Rule 
242 issue. 


The offering price ceiling in Rule 242 differs from 
the ceiling in other Section 3(b) exemptions in that 
it is computed on a six-month as opposed to a 
12-month basis. Subject to the specified exclusion 
of Regulation A sales pursuant to an employee 
plan, as more fully discussed below, every sale of 
securities of the issuer in reliance on a Section 
3(b) exemption in the six months immediately pre- 
ceding the commencement of the Rule 242 issue 
through its completion reduces the permissible 
dollar amount of subsequent sales in the Rule 242 
issue. 


Under the proposed rule, only sales during the six 
months preceding the commencement of the Rule 
242 issue would have reduced the dollar price 
ceiling on subsequent sales in that issue. The pro- 
vision was intended to assure that the combined 
use of Rule 242 and other Section 3(b) exemptions 
would not exceed $2,000,000 in any six-month 
period. Consistent with this intent, a revision in the 
final rule requires that the issuer must also sub- 
tract from the aggregate dollar price ceiling all 
Section 3(b) sales of securities of the issuer made 
during the issue, unless effected pursuant to an 
employee plan under the Regulation A exemption. 
This modification to the proposed rule will prevent 
an issuer which has had no Section 3(b) sales of 
securities in the six months before a Rule 242 
issue commences from selling a full $2,000,000 of 
its securities in a purportedly continuous offering 
of the Rule 242 issue, despite sales made pur- 
suant to other Section 3(b) exemptions during the 
course of the Rule 242 issue. 


In response to the Commission’s specific solicita- 
tion of comments, several commentators recom- 
mended that Regulation A offerings of securities 
through employee stock options not be aggregated 
with other Section 3(b) offers and sales for pur- 
poses of the offering price ceiling on Rule 242 is- 
sues. They noted that offerings through employee 
stick options are unlike most offerings to raise 
capital, because they primarily are designed to 
provide employees with additional compensation 
and an equity interest in a company without an 
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outflow of cash which the company needs. The 
Commission has determined that offers and sales 
under employee stock option plans, or under any 
other employee plan contemplated by Rule 16b-3 
under the Exchange Act, made pursuant to Regu- 
lation A need not automatically be aggregated with 
sales of securities of the issuer pursuant to Rule 
242. 


By its reference to the defined term “securities of 
the issuer,” paragraph (c) of the final rule also 
clarifies that the computation of the offering price 
ceiling includes Section 3(b) sales by the issuer 
and Section 3(b) sales by affiliates of less than 
one year and predecessors of the issuer. 


The Commission also requested comments as to 
whether offers and sales under Rule 242 should 
be excluded from the calculation of the aggregate 
offering price for purposes of Regulation A. The 
concept was endorsed by a few commentators. 
The Commission has deferred consideration of 
such a proposal until it has had an opportunity to 
reexamine the entire basis on which the Regula- 
tion A offering price ceiling is calculated. 


In response to comments seeking clarification, 
Note 2 to paragraph (c) has been amended to ex- 
plain the basis on which securities which have no 
determinable market value shall be valued when 
offered in exchange for non-cash consideration. 
The new language follows a similar provision in 
Rule 254(c) of Regulation A. 


Limitation on Manner of Offering. Paragraph (d) of 
the Rule would prevent general advertising of of- 
fers made pursuant to the Rule. This provision is 
an accordance with similar provisions found in 
Rules 146 and 240. 


Limitation on Number of Purchasers. |n a manner 
similar to Rule 146(g), paragraph (e) of Rule 242 
requires that the issuer reasonably believe that 
there are not more than 35 non-accredited per- 
sons who purchase securities in any issue offered 
pursuant to Rule 242. The calculation of the 
number of purchasers follows the method set forth 
in Rule 146(g)(2). Paragraph (e)(2)(iv) of Rule 242 
specifically excludes accredited persons from the 
calculation of the number of purchasers for pur- 
poses of the ceiling. 


The operation of the purchaser limitation may be 
illustrated as follows: If an issuer sold $1,000,000 
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of its Class A common stock on March 1, 1980, to 
20 non-accredited persons pursuant to Rule 242, 
then prior to September 1, 1980, it would be per- 
mitted to sell only $1,000,000 more of such stock 
and to no more than 15 non-accredited persons, 
assuming that all sales of Class A common stock 
within the six-month period would be deemed to 
constitute a single issue of the securities. If, in- 
stead, the issuer makes an offering of debt securi- 
ties on May 1, 1980, pursuant to Rule 242 under 
circumstances which would constitute a separate 
issue, the issuer could sell no more than 
$1,000,000 of the debt securities in light of its 
March sales. The issuer, however, could sell the 
debt securities to as many as 35 non-accredited 
persons. 


Furnishing of Information. Paragraph (f) of the 
Rule specifies the information which must be given 
in writing to non-accredited purchasers of the se- 
curities of the issuer during the transaction and 
prior to sale. With the exception that only one 
year’s certified financial statements must be pre- 
pared, the issuer must furnish the same kind of 
information specified in Part | of Form S-18 to the 
extent material to an understanding of the issuer, 
its business, and the securities being offered. Fail- 
ure to include information required by any other 
registration forms or guides or staff interpretations 
relating to the informational requirements in reg- 
istered offerings made pursuant to the Securities 
Act by itself will not result necessarily in the loss of 
the Rule’s availability. Issuers are reminded, how- 
ever, of the applicability of the anti-fraud provi- 
sions of the federal securities laws and of the civil 
liability provisions of Section 12(2) of the Securi- 
ties Act. 


The reference in the Rule to the furnishing of the 
same kind of information specified in Part | of 
Form S-18 to the extent material is intended to 
provide a guideline to issuers while at the same 
time alleviating concerns regarding a technical 
violation os Section 5 of the Securities Act for the 
omission of information called for by Form S-18 or 
staff interpretations when such information is not 
material to the particular issuer and offering in- 
volved. The Commission has retained the mate- 
riality standard upon consideration of the com- 
ments which it specifically solicited as to whether it 
would be preferable to use the phrase ‘‘to the ex- 
tent applicable” rather than “to the extent mate- 
rial.” 
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If accredited persons are involved in the same 
transaction they, too, must receive this written in- 
formation. Furthermore, if accredited persons re- 
ceive additional information in writing prior to the 
time any non-accredited person makes his pur- 
chase, the non-accredited person must be given 
access to such information. This provision reflects 
a relaxation in the Rule, since the original proposal 
would have required all such information automati- 
cally to be furnished to a non-accredited person. 
The final rule requires that the issuer instead fur- 
nish a non-accredited person with a written de- 
scription of additional information which accredited 
persons have received in writing and thereafter to 
furnish the non-accredited person such informa- 
tion as he requests in writing prior to his purchase. 
The description of additional information must be 
furnished at a time reasonably prior to purchase in 
order for the non-accredited person to request, 
obtain, and review any item before making his 
purchase. The option to receive the detailed infor- 
mation received by accredited persons protects 
the interests of non-accredited persons involved in 
the issue while it simultaneously eases the regu- 
latory burden which mandatory delivery of all in- 
formation would impose on the issuer. 


If the issuer files reports pursuant to Section 13 or 
15(d) of the Exchange Act, it may satisfy the in- 
formational requirements of the Rule by furnishing 
purchasers with its most recent annual report on 
Form 10-K [17 CFR 249.310], definitive proxy 
statement, and any other reports filed since the 
filing of the Form 10-K. In addition, the issuer shall 
also provide the information required by Items 1, 2, 
3, and 14 of Part | of Form S-18, if applicable. 
These items deal with specific information regard- 
ing the offering and the use of proceeds. 


Paragraph (f)(I)(i) requires the issuer to furnish the 
same kind of information required by Part | of 
Form S-18, with one difference. An issuer which 
registers an offering on Form S-18 must furnish 
prospective investors with certain certified finan- 
cial statements for the two most recent fiscal years 
prepared in accordance with generally accepted 
accounting principles, as opposed to Regulation 
S-X [17 CFR 210.1-2 through 210.12-43]. In 
contrast, Rule 242 requires certification of financial 
statements for only the most recent fiscal year. 


Several commentators opposed this one-year cer- 
tification requirement. In light of the inherent costs, 
one commentator recommended that certification 
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be required only in those instances in which Reg- 
ulation A would require certification, three recom- 
mended that certified financial statements be re- 
quired to be furnished only if available, and 
another recommended that the requirement be 
eliminated altogether. The Commission neverthe- 
less has determined that the requirement in para- 
graph (f)(I)(i) that the most recent fiscal year’s fi- 
nancial statements be certified should be retained 
for the protection of non-accredited purchasers. 


It should be noted that in addition to the narrative 
and financial information required to be disclosed 
to investors pursuant to the proposed rule, sub- 
paragraph (f)(3) requires that an issuer give pros- 
pective investors an opportunity to ask questions 
and receive answers from the issuer. This provi- 
sion is similar to that included in Rule 146(e)(2). 


In the proposing release, the Commission specif- 
ically requested comments as to whether undue 
burdens would be imposed on issuers if Rule 242 
were to require that the information called for by 
paragraph (f)(l) which is furnished to non-ac- 
credited persons, and to accredited persons in- 
volved in the same transaction, be filed with the 
Commission after the completion of the issue for 
the purpose of monitoring the quality of the disclo- 
sure being made in Rule 242 offerings. A few indi- 
viduals favored a filing requirement, but the major- 
ity of persons who commented were opposed. The 
opponents believed that after-the-fact review with 
a view to enforcement would have a chilling effect 
on Rule 242 issues. Other were concerned that 
proprietary information about nonpublic companies 
would become publicly accessible through the 
Freedom of Information Act [5 U.S.C. 522, as 
amended] if offering materials had to be filed. 


The Commission is appreciative of the commen- 
tators’ concerns. Accordingly, it has not required 
that disclosure documents used in connection with 
Rule 242 issue be filed at an issue’s completion. 
As an alternative measure, the issuer must 
undertake to furnish to the Commission upon the 
staff's written request any information furnished in 
connection with a Rule 242 issue to non- 
accredited persons pursuant to paragraph (f)(I). 
The undertaking appears in the notice of sales to 
be filed under paragraph (h). 


The Commission expects to sample offering mate- 
rials on a random basis, in order to monitor the 
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type and quality of disclosure being made in Rule 
242 offerings. This random survey, together with 
empirical analyses of the data submitted by is- 
suers on Form 242, will assist the Commission in 
assessing the effectiveness of Rule 242 as a 
method of capital formation by small businesses. 


Limitation on Resale. Paragraph (g) indicates that 
resales of securities purchased pursuant to the 
Rule must be made pursuant to either an effective 
registration statement or a valid exemption from 
registration. In this regard, an amendment to Rule 
144 defines Rule 242 securities as “restricted se- 
curities” so that resales may be made in reliance 
on Rule 144. 


Filing of Notice of Sales. An important purpose of 
the notice requirement in paragraph (h) is to col- 
lect empirical data which will provide a basis for 
futher action by the Commission either in terms of 
amending existing rules and regulations or prop- 
osing new ones. Form 242 is designed to enable 
an issuer to respond to most questions by check- 
ing boxes or by filling in blanks. It is comtemplated 
that a response to Item C.3., which requires a brief 
description of the issuer’s business, would consist 
only of two or three sentences. 


As adopted, Form 242 calls for more informaion 
than the proposed notice. The new items which 
have been added to Form 242 are a reasonable 
itemization of the expenses of the offering, the use 
of the net proceeds to ths issuer from the offering, 
the number of accredited and non-accredited pur- 
chasers, the aggregate dollar amount of pur- 
chases by accredited persons and of purchases by 
non-accredited persons, the name and address of 
each broker who receives a commission from the 
issuer in connection with the Rule 242 issue, and 
the names and addresses of the issuer's chief 
executive officer, its affiliates, and promoters in- 
volved in the Rule 242 issue. Since Rule 242 is 
experimental in nature, the new items have been 
added primarily to elicit information which the 
Commission expects will be necessary in assess- 
ing the effectiveness of Rule 242 as a capital- 
raising device for small businesses. For example, 
the expenses of the offering will be studied to- 
gether with comparable data for registered offer- 
ings to determine to what extent capital formation 
under rule 242 produces cost savings, and the use 
of proceeds will be studied to determine the pur- 
poses for which Rule 242 is being used. Informa- 
tion about the number of purchasers and dollar 
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amount of their purchases by category will enable 
the Commission to determine whether the concept 
of “accredited purchaser” is a useful one and 
whether persons falling within the category are 
purchasing securities under the Rule. Information 
about any broker acting on behalf of the issuer will 
provide valuable information about the extent of 
participation by regional brokers in Rule 242 of- 
ferings. 


The time of filing of the notice has been changed 
to respond to the comments and to accommodate 
changes in the periods at to which information 
must be reported on the Form. The issuer must 
make an initial filing no later than 10 days after the 
first sale is made in any issue offered in reliance 


on the Rule. The issuer must make a final filing no. 


later than 10 days after the completion date of the 
issue. If the issue is completed before the initial 
filing is made, a single notice may be filed. The 
issuer also must file periodic updates every six 
months until a final notice is filed. After the issuer 
files the initial notice as to any issue, any sub- 
sequent notice need only report information in re- 
sponse to Part D of the Form and any material 
changes in answers previously made to Parts A 
through C. It should be noted that failure to file a 
required notice will result in the loss of the exemp- 
tion from registration under the Rule. 


AMENDMENT TO RULE 144 


Rule 242 provides that no resales of securities of 
the issuer may be made pursuant to its terms. A 
similar provision is found in Rules 146 and 240. 
Resales of securities originally sold pursuant to 
these Rules and provided for by Rule 144. Ac- 
cordingly, the Commission is adopting a corre- 
sponding amendment to Rule 144 to allow resales 
of securities originally sold pursuant to Rule 242 
under Rule 144. The amendment includes Rule 
242 securities within the definition of ‘restricted 
securities” in Rule 144(a)(3). 


OPERATION OF RULE 242 


Rule 242 will operate prospectively only since 
there is now no similar exemption under Section 
3(b). The staff will issue interpretive letters to as- 
sist persons in complying with the Rule but will not 
issue no-action letters concerning whether or not a 
particular transaction satisfies the requirements of 
the Rule. As to resales of securities, the staff will 
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continue its present policy of not providing a sub- 
stantive response to letters involving the following: 
(1) hypothetical situations, (2) the removal of re- 
strictive legends from securities, (3) whether a 
person is an affiliate, or (4) requests for a no- 
action position with respect to securities acquired 
on or after April 15, 1972, as set forth in a recent 
interpretive release regarding Rule 144.6 


TEXT OF RULES 
17 CFR Chapter II is amended as follows: 


PART 230—GENERAL RULES AND REGULA- 
TIONS, SECURITIES ACT OF 1933 


1. By amending paragrpah (a)(3) of §230.144 to 

read as follows: 

§230.144 Persons deemed not to be engaged in 
destribution and therefore not under- 
writers. 


tee 


(3) The term “restricted securities” means securi- 
ties acquired directly or indirectly from the issuer 
thereof, or from an affiliate of the issuer, in a 
transaction of chain of transactions not involving 
any public offering or from the issuer in a transac- 
tion in reliance on Rule 240 or Rule 242 under the 
Act or which were issued by an issuer in a trans- 
action in reliance on Rule 240 or Rule 242 and 
were acquired in the transaction or chain of trans- 
actions not involving any public offering. 


* * * * 


2. By adding §230.242 to read as follows: 
§230.242 Exemption of limited offers and sales by 
qualified issuers. 


PRELIMINARY NOTES 


1. Rule 242 relates to transactions exempted from 
section 5 of the Securities Act of 1933 (the “Act’’) 
[15 U.S.C. 77a et seq., as amended] under section 





6See Securities Act Release No. 6099 (August 2, 
1979)(44 FR 46752). 
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3(b) of the Act. It does not provide an exemption 
from the anti-fraud provisions of section 12(2) of 
the Act or other provisions of the federal securities 
laws. 


2. Nothing in this rule obviates the need for com- 
pliance with any applicable state law relating to the 
offer and sale of securities. 


3. Reliance on this rule does not act as an elec- 
tion; the issuer can also claim the availability of 
any other applicable exemption. 


4. This rule is available only to the issuer of the 
securities and is not available to affiliates or other 
persons for resales of the issuer’s securities. The 
rule provides an exemption only for the transac- 
tions in which the securities are offered or sold by 
the issuer, not for the securities themselves. The 
securities acquired in a transaction effected in re- 
liance on the rule are unregistered securities and 
are deemed to have the same status as if they 
were acquired in a transaction pursuant to section 
4(2) of the Act. 


5. In view of the objectives of the rule and the pur- 
poses and policies underlying the Act, the rule is 
not available to any issuer with respect to any 
transactions which, although in technical com- 
pliance with the rule, are part of a plan or scheme 
to evade the registration provisions of the Act. In 
such cases registration pursuant to the Act is re- 
quired. 


6. Section 5 of the Act requires that all securities 
offered by the use of mails or other channels of 
interstate commerce be registered with the Com- 
mission. Congress, however, provided certain 
exemptions from the registration provisions in sec- 
tion 3(a) of the Act and in section 3(b) allowed the 
Commission to exempt othwr securities if it finds 
that registration is not necessary in the public 
interest and for the protection of investors by rea- 
son of the small amount involved or the limited 
character of the public offering. Rule 242 is prom- 
ulgated under section 3(b) and is designed to help 
certain corporate issuers raise limited amounts of 
capital from the public by providing objective re- 
quirements which are less burdensome than those 
found in other exemptions from registration under 
different sections of the Act. 
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In order to obtain the protection of the rule, all 
sales which are part of the same issue must meet 
all of the conditions of the rule. The issuer claiming 
the availability of the rule has the burden of 
establishing, in an appropriate forum, that it has 
satisfied all the conditions. Broadly speaking, the 
conditions of the rule relate to limitations on the 
manner and amount of the issue, the furnishing of 
information, the number of purchasers, and the 
filing of notices of sales. 


The term “issue” is not defined in section 3(b) or 
in the rule. Generally, the determination as to 
whether separate sales of securities are part of the 
same issue (i.e., are deemed to be “integrated”’) 
depends on the particular facts and circum- 
stances. The following factors should be consid- 
ered in determining whether separate sales are 
part of the sme issue for purposes of section 3(b) 
and Rule 242: 


(a) whether the sales are part of a single plan of 
financing; 


(b) whether the sales involve issuance of the same 
class of security; 


(c) whether the sales have been made at or about 
the same time; 


(d) whether the same type of consideration is re- 
ceived; and 


(e) whether the sales are made for the same gen- 
eral purpose. 


These same factors are applicable to a determina- 
tion of whether offers and sales should be inte- 
grated for purposes of the exemption under sec- 
tion 4(2) of the Act. See Securities Act Release 
No. 4552 (November 6, 1962)(27 FR 11316). 


The text of the rule follows: 


(a) Definitions. For purposes of this rule only: 


(1) Accredited person. The term “accredited 
person” shall mean any person who the issuer 
and any person acting on its behalf have rea- 
sonable grounds to believe and believe, after 
making reasonable inquiry, comes within any of 
the following categories at the time of the sale of 
the securities of the issuer pursuant to this rule: 
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(i) Any bank as defined in section 3(a)(2) of rated under the laws of the United States or 
the Act whether acting in its individual or | Canada or any State or Province thereof, and 
fiduciary capacity; insurance company as de- has or proposes to have its principal business 
fined in section 2(13) of the Act; employee operations in the United States, if a domestic 
benefit plan within the meaning of Title | of the | coproration, or in Canada or the United States if 
Employee Retirment Income Security Act of | a Canadian corporation, and which: 


1974 if the investment decision is made by a 
plan fiduciary, as defined in section 3(21) of 
such Act, which is either a bank, insurance 
company or registered investment adviser; in- 
vestment company registered under the In- 
vestment Company Act of 1940; Small Busi- 
ness Investment Company licensed by the 
U.S. Small Business Administration under 
section 310(c) or (d) of the Small Business In- 
vestment Act of 1958. 


(ii) Any person who purchases $100,000 or 
more of securities of the issuer per issue sold 
pursuant to this rule for any combination of (A) 
cash, or (B) an obligation to pay which pro- 
vides for full recourse against the purchaser of 
the securities and for discharge of the obliga- 
tion within 60 days of the first issuance of the 
securities, or (c) the cancellation of any in- 
debtedness owned by the issuer to the pur- 
chaser; and 


(iii) Any director or executive officer of the is- 
suer of the securities being offered pursuant 
to this rule. 


(2) Affiliate. The term “affiliate” of a person shall 
mean a person that directly or indirectly, through 
one or more intermediaries, controls or is con- 
trolled by, or is under common control with such 
person. 


(3) Executive officer. The term “executive offi- 
cer” shall mean the president, secretary, treas- 
urer, any vice president in charge of a principal 
business function (such as sales, administration, 
or finance) and any other person who performs 
similar policy-making functions for the issuer. 


(4) Predecessor. A “predecessor” of an issuer 
shall mean (i) a person the major portion of 
whose assets have been acquired directly or in- 
directly by the issuer or (ii) a person from which 
the issuer acquired directly or indirectly the 
major portion of its assets. 


(5) Qualified issuer. The term “qualified issuer” 
shall mean any corporation which is incorpo- 
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(i) Is not an investment company; 


(ii) Does not engage or intend to engage in oil 
and gas related operations which exceed the 
criteria for exemption specified in §210.3- 
18(k) of Regulation S-X; 


(iii) Does not engage or intend to engage in 
significant mining operations; 


Note: For purposes of this rule, the criteria for 
exemption specified in §210.3-18(k) of Regu- 
lation S-X for oil and gas operations shall be 
considered by analogy as an appropriate test 
for determining the significance of mining op- 
erations. 


(iv) ls not a majority-owned subsidiary of an 
issuer which does not meet the qualifications 
for use of this rule as specified in paragraph 
(a)(5)(i), (ii), or (iii) of this rule. 


(v) Is not an issuer described in Rule 252(c), 
(d), or (e) under the Act; Provided, however, 
that for purposes of this rule only: 


(A) The term “filing of the notification re- 
quired by Rule 255” as used in Rule 252(c), 
(d), and (e) under the Act shall mean the 
first sale of securities in any issue in re- 
liance on this rule; and 


(b) The term “underwriter” as used in Rule 
252(c), (d), and (e) under the Act shall 
mean a person which has been or will be 
paid or given directly or indirectly any com- 
mission or similar remuneration for solicita- 
tion of purchasers in connection with sales 
of securities in any issue offered in reliance 
on this rule; 


Provided, further that paragraph (a)(5)(v) of 
this rule shall not apply to any issuer if the 
Commission determines, upon a showing of 
good cause, that it is not necessary under the 
circumstances that the exemption under this 
rule be denied. Any such determination by the 
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Commission shall be without prejudice to any 
other action by the Commission in any other 
proceeding or matter with respect to the issuer 
or any other person. 


(6) Securities of the issuer. The term “securities 
of the issuer” shall mean: 


(i) All securities issued by a qualified issuer; 


(ii) All securities issued by any predecessor of 
a qualified issuer; and 


(iii) All securities issued by any affiliate of a 
qualified issuer which was organized or be- 
came such an affiliate within the preceding 
twelve months. 


(b) Conditions to be met. All sales which are part 
of the same issue of securities offered or sold by a 
qualified issuer in compliance with all the condi- 
tions in paragraphs (c) through (h) of this rule shall 
be exempt from registration under section 5 of the 
Act pursuant to section 3(b) of the Act. For pur- 
poses of identifying which securities constitute a 
single issue, sales of securities occurring more 
than six months prior to the commencement of an 
issue of securities pursuant to this rule and sales 
of securities and offers in connection therewith oc- 
curring at any time after six months from the com- 
pletion date of the issue pursuant to this rule shall 
not be considered part of the same issue so long 
as there are during neither of said six-month 
periods any offers or sales of securities by or for 
the issuer of the same or similar class as those 
offered or sold pursuant to this rule, other than of- 
fers or sales of securities pursuant to any section 
3(b) exemption from registration or any employee 
plan as defined in paragraph (d)(1) of Rule 16b-3 
under the Securities Exchange Act of 1934 which 
meets the conditions in paragraphs (a) through (c) 
of that rule. 


Note: In the event that the issuer offers or sells 
securities as to which the safe harbor described in 
paragraph (b) of this rule is unavailable, see Pre- 
liminary Note 6 hereof as to which offers or sales 
may be deemed to be part of the same issue. 


(c) Limitation on aggregate offering price of each 
issue. The aggregate offering price of an issue of 
securities of the issuer by a qualified issuer shall 
not exceed the amount allowed under section 3(b) 
of the Act, less the aggregate gross proceeds for 
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all securities sold pursuant to any section 3(b) 
exemption (other than securities of the issuer sold 
pursuant to an exemption from registration pro- 
vided by Regulation A pursuant to any employee 
plan as defined in paragraph (d)(1) of Rule 16b-3 
under the Securities Exchange Act of 1934 which 
meets the conditions of paragraphs (a) through (c) 
of that rule) six months prior to the commence- 
ment and during the offering of the issue of securi- 
ties pursuant to this rule. 


Note 1: The calculation of the aggregate offering 
price may be illustrated as follows: If an issuer 
sold $500,000 if its securities on June 1, 1980 in 
reliance on this rule, $50,000 on September 1, 
1980 pursuant to Rule 240, and an additional 
$200,000 on October 1, 1980 pursuant to Regula- 
tion A, the issuer would be permitted to sell only 
$1,250,000 more until December 1, 1980, since 
until that date the issuer must count all three prior 
sales toward the present section 3(b) $2,000,000 
limit. However, if the issuer made its fourth sale 
under this rule on December 1, 1980, the issuer 
could sell $1,750,000 of its securities, since the 
June 1, 1980 sale would not be within the preced- 
ing six months. 


Note 2: The calculation of the aggregate offering 
price includes all consideration received by the is- 
suer for the issuance of securities of the issuer, 
including cash, services, property, notes, cancel- 
lation of debt, or other consideration. Where secu- 
rities which have no determinable market value 
are offered in exchange for outstanding securities, 
claims, property, or services, the aggregate offer- 
ing price thereof shall be computed at the public 
offering price of securities of the same class for 
cash, or if no cash offering is to be made, then 
upon the basis of the value of the securities, 
claims, property, or services to be received in ex- 
change, as established by bona fide sales made 
within a reasonable time, or in the absence of such 
sales, upon the basis of the fair value of the secu- 
rities, claims, property, or services to be received 
in exchange as determined by some accepted 
standard. 


(d) Limitation on manner of offering. Neither the 
issuer nor any person acting on its behalf shall 
offer or sell securities pursuant to this rule by 
means of any form of general solicitation or gen- 
eral advertising, including, but not limited to, any 
advertisement, article, notice or other communica- 
tion published in any newspaper, magazine ‘or 
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similar medium or broadcast over the television or 
radio. 


(e) Limitation on number of purchasers. 


(1) The issuer shall have reasonable grounds to 
believe, and after making reasonable inquiry, 
shall believe, that there are no more than 35 
purchasers of each issue of the securities of the 
issuer from the issuer pursuant to this rule. 


Note: See paragraph (b) of this rule and Prelimi- 
nary Note 6 as to what may or may not consti- 
tute an issue pursuant to this rule. 


(2) For purposes of computing the number of 
purchasers for paragraph (e) only, the following 
purchasers shall be excluded: 


(i) Any relative, spouse, or relative of the 
spouse of a purchaser who has the same 
home as the purchaser; 


(ii) Any trust or estate in which a purchaser or 
any of the persons related to him as specified 
in paragraph (e)(2)(i) or (iii) of this section 
collectively have 100 percent of the beneficial 
interest (excluding contingent interests); 


(iii) Any corporation or other organization of 
which a purchaser or any of the persons re- 
lated to him as specified in paragraph (e)(2)(i) 
or (ii) of this section collectively are the bene- 
ficial owners of all the equity securities 
(excluding director’s qualifying shares) or 
equity interests; and 


(iv) Any accredited person as defined in para- 
graph (a)(1). 


Note: The issuer must satisfy all the other 
provisions of the rule with respect to all pur- 
chasers whether or not they are included in 
computing the number of purchasers under 
this paragraph. 


(3) There shall be counted as one purchaser any 
corporation or other organization, except that if 
such entity was organized for the specific pur- 
pose of acquiring the securities offered, each 
benefical owner of equity interests or equity se- 
curities in such entity shall count as a separate 
purchaser for all provisions of this rule. 
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(f) Furnishing of information. 


(1) If the issuer sells an issue of securities pur- 
suant to this rule only to accredited persons, the 
rule does not specify what information must be 
furnished to such persons. In any offering of an 
issue of securities involving only non-accredited 
persons, or both accredited and non-accredited 
persons, the issuer shall furnish the following 
information to all purchasers in writing during the 
course of such offering and prior to sale: 


(i) The same kind of information as that speci- 
fied in Part | of Form S-18, to the extent mate- 
rial to an understanding of the issuer, its busi- 
ness, and the securities being offered; Pro- 
vided, however, That only the financial state- 
ments for the issuer's most recent fiscal year 
must be certified by an independent public ac- 
countant or a certified public accountant. 


(ii) Such further material information, if any, as 
may be necessary to make the required infor- 
mation, in the light of the circumstances under 
which it is furnished, not misleading. 


(iii) An issuer that is subject to the reporting 
requirements of section 13 or 15(d) of the Se- 
curities Exchange Act of 1934 may satisfy the 
informational requirements of paragraph 
(f)(1)(i) by furnishing purchasers with the in- 
formation contained in its most recent annual 
report, definitive proxy statement, and any 
other reports or documents required to be filed 
by the issuer pursuant to section 13(a) or 
15(d) of the Securities Exchange Act since the 
filing of such annual report, except that the 
information required by items 1, 2, 3, and 14 
of Part | of Form S-18, if applicable, shall also 
be provided. 


(2) The issuer also shall make available to each 
offeree, during the course of the transaction and 
prior to sale, the opportunity to ask questions of, 
and receive answers from, the issuer or any 
person acting on its behalf concerning the terms 
and conditions of the offering and to obtain any 
additional information, to the extent that the is- 
suer possesses such information or can acquire 
it without unreasonable effort or expense, 
necessary to verify the accuracy of the informa- 
tion obtained pursuant to paragraph (f)(1). 
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(3) At a reasonable time prior to the purchase of 
securities by any non-accredited person in a 
transaction pursuant to this rule, the issuer also 
shall furnish such purchaser a brief description 
in writing of any written information obtained 
from the issuer in connection with the offering by 
any accredited person prior to the date of pur- 
chase by the non-accredited person. The issuer 
shall furnish any portion or all of such informa- 
tion to such non-accredited person upon his 
written request if made prior to the date of his 
purchase. 


(g) Limitation on resale. |In determining the avail- 
ability of an exemption from registration for resale 
of securities acquired in a transaction pursuant to 
this rule, such securities shall be deemed to have 
the same status as if they had been acquired in a 
transaction pursuant to section 4(2) of the Act and 
cannot be resold without registration under the Act 
or exemption therefrom. The issuer shall exercise 
reasonable care to assure that the purchasers of 
the securities are not underwriters within the 
meaning of section 2(11) of the Act, which reason- 
able care shall include, but not necessarily be lim- 
ited to: 


(1) Making reasonable inquiry to determine if the 
purchaser is acquiring the securities for his own 
account or on behalf of other persons; 


(2) Informing the purchaser of the restrictions on 
resale; and 


(3) Placing a legend on the certificate or other 
document evidencing the securities stating that 
the securities have not been registered under 
the Act and setting forth or referring to the re- 
strictions on transferability and sale of the secu- 
rities. 


(h) Filing of notice of sales. 


(1) The issuer shall file with the Commission five 
copies of a notice on Form 242 [17 CFR 
239.242): 


(i) No later than 10 days after the first sale of 
securities in any issue is made in reliance on 
this rule; 


(ii) No later than 10 days after the completion 
date of the offering of such issue; Provided, 
however, That only one notice need be filed 
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for purposes of paragraphs (h)(1)(i) and (ii) 
under this rule if the offering of the issue is 
completed within the 10-day period described 
in paragraph (h)(1)(i) and the notice is filed no 
later than at the conclusion of that period but 
subsequent to the completion of the offering of 
the issue; and 


(iii) Every six months after the first sale of se- 
curities in the issue is made in reliance on this 
rule, unless the final notice require by para- 
graph (h)(1)(ii) of this rule has been filed. 


(2) Every notice on Form 242 shall be signed by 
a duly authorized officer of the issuer and shall 
contain an undertaking by the issuer to furnish 
to the Commission, upon the written request of 
its staff, the information furnished by the issuer 
to any non-accredited person pursuant to para- 
graph (f)(1) of this rule. 


(3) If more than one notice is required to be filed 
pursuant to paragraph (h)(1) of this rule as to 
any issue of securities offered in reliance 
thereon, notices other than the original notice 
need only report the information required by Part 
D and any material change in the facts from 
those set forth in Parts A through C of the origi- 
nal notice. 


(4) A notice on Form 242 shall be deemed to be 
filed with the Commission for purposes of para- 
graph (h)(1) of this rule: 


(i) as of the date which it is received at the 
Commission's principal office in Washington, 
D.C., or 


(ii) as of the date on which the notice is mailed 
by means of United States registered or cer- 
tified mail to the Commission’s Office of Small 
Business Policy, Division of Corporation Fi- 
nance, at the Commission's principal office in 
Washington, D.C., if the notice is delivered to 
such office after the date on which it is re- 
quired to be filed. 


PART 239—FORMS PRESCRIBED UNDER THE 
SECURITIES ACT OF 1933 


3. By adding §239.242 as follows: 


§239.242 Form 242, notice of sales of securities 
pursuant to §230.242 of this chapter. 
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(a) Five copies of a notice on this form shall be 
filed with the Commission: 


(1) No later than 10 days after the first sale of 
securities in any issue is made in reliance on 
Rule 242 (§230.242 of this chapter); 


(2) No later than 10 days after the completion 
date of the offering of such issue; Provided, 
however, That only one notice of this form need 
be filed for purposes of paragraphs (h)(1)(i) and 
(ii) of the rule if the offering of the issue is com- 
pleted within the 10-day period described in 
paragraph (h)(1)(i) and this form is filed not later 
than at the conclusion of that period but sub- 
sequent to the completion of the offering of the 
issue; and 


(3) Every six months after the first sale of secu- 
rities in the issue is made in reliance on the rule, 
unless the final notice required by paragraph 
(h)(1)(ii) of the rule has been filed. 


(b) If more than one notice is required to be filed 
pursuant to paragraph (h)(1) of the rule as to any 
issue of securities offered in reliance thereon, 
notices other than the original notice need only re- 
port the information in response to Part D and any 
material changes in Parts A through C from the 
facts previously reported. 


(c) A notice on this form shall be deemed to be 
filed with the Commission for purposes of para- 
graph (h)(1) of the rule: 


(1) as of the date on which it is received at the 
Commission's principal office in Washington, 
D.C.; or 


(2) as of the date on which the notice is mailed 
by means of United States registered or certified 
mail to the Comission’s Office of Small Business 
Policy, Division of Corporation Finance, at the 
Commission's principal office in Washington, 
D.C., if the notice is delivered to such office after 
the date on which it is required to be filed. 


Securities and Exchange Commission, 
Washington, D.C. 20549 
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EFFECTIVE DATE 


Rule 242, Form 242 and related amendments to 
Rule 144 are effective on February 25, 1980. They 
are not effective as to offers or sales in any issue 
commenced prior to that date. [Secs. 3(b), 4(I), 
19(a), 48 Stat. 75, 77, 85; sec. 209, 48 Stat. 908; 
59 Stat. 167; sec. 6, 68 Stat. 684; sec. 12, 78 Stat. 
580; 84 Stat. 1480; sec. 308(a)(1), (2), (3), 90 
Stat. 56, 57; sec. 18, 92 Stat. 275; sec. 2, 92 Stat. 
962; 15 U.S.C. 77¢(b), 77d(1), 77s(a)] 


STATUTORY AUTHORITY 


The Commission hereby adopts Rule 242, Form 
242, and an amendment to Rule 144 pursuant to 
sections 3(b), 4(l), and 19(a) of the Securities Act 
of 1933. 


The Commission finds that the changes in Rule 
242 and Form 242 already have been generally 
subject to comment in Securities Act Release No. 
6121 or are technical in nature or less burden- 
some than previous proposals so that further 
notice and rulemaking procedures pursuant to the 
Administrative Procedure Act [5 U.S.C. 533] are 
not necessary. 


By the Commission 


George A. Fitzsimmons 
Secretary 
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SECURITIES ACT OF 1933 
Release No. 6181/January 17, 1980 


IN THE MATTER OF 


BURLINGHAM UNDERWOOD & LORD 
RETIREMENT PLAN 

One Battery Park Plaza 

NEW YORK, NY 10004 


(18-53) 


ORDER PURSUANT TO SECTION 3(a)(2) OF 
THE SECURITIES ACT OF 1933 EXEMPTING 
FROM THE PROVISIONS OF SECTION 5 OF 
THE ACT INTERESTS OR PARTICIPATIONS IN 
THE BURLINGHAM UNDERWOOD & LORD RE- 
TIREMENT PLAN. 


Burlingham Underwood & Lord, a law firm or- 
ganized as a partnership under New York law, by 
letters dated June 1, 1979, November 21, 1979, 
November 27, 1979 and December 5, 1979, filed 
an application for an exemption from the registra- 
tion requirements of the Securities Act of 1933 
(‘Act’) for interests or participation issued in con- 
nection with the Burlingham Underwood & Lord 
Retirement Plan (‘Plan’). 


On December 21, 1979, a notice was issued (Se- 
curities Act Release No. 6171 of the filing of the 
application. The notice gave interested persons an 
opportunity to request a hearing and stated that an 
order disposing of the application would be issued 
as of course unless a hearing should be ordered. 
No request for a hearing has been filed, and the 
Commission has not ordered a hearing. 


The matter has been considered and it is found 
that the granting of the application is appropriate in 
the public interest and consistent with the protec- 
tion of investors and the purposes farily intended 
by the policy and provisions of the Act. Accord- 
ingly, 


IT IS ORDERED, pursuant to Section 3(a)(2) of 
the Act, that interests or participations issued in 
connection with the Plan shall not be subject to the 
requirements of Section 5 of the Act, effective 


& forthwith. 
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For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 16468A/January 16, 1980 


In the Matter of 


MIDWEST STOCK EXCHANGE, INC. 
120 South LaSalle Street 

Chicago, IL 60603 

(SR-MSE-79-22) 


NOTICE OF FILING OF PROPOSED RULE 
CHANGE AND ORDER APPROVING PROPOSED 
RULE CHANGE 


On January 4, 1980, Securities Exchange Act Re- 
lease No. 16468 was issued providing notice and 
approval, on an accelerated basis, of a proposed 
rule change by the Midwest Stock Exchange to, 
among other things, provide for a fulltime Chair- 
man of the Board to act as Chief Executive Officer 
of the Exchange. The Release misidentifies the 
rule change as File No. MSE-79-25; the correct 
file number is SR-MSE-79-22. 


For the Commission, by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 16481/January 11, 1980 


NOTICE OF FILING OF PROPOSED RULE 
CHANGE BY NEW YORK STOCK EXCHANGE, 
INC. 


File No. SR-NYSE-79-51 


The New York Stock Exchange, Inc. (“NYSE”) 
submitted on December 5, 1979, a proposed rule 
change under Rule 19b-4 to rescind that portion of 
NYSE Rule 420 that requires reporting to the 
NYSE of members’ and allied members’ unse- 
cured non-capital borrowing! in excess of $20,000 
and relieves NYSE member organizations of the 
obligation to inform the NYSE of such borrowings. 


Publication of the submission is expected to be 
made in the Federal Register during the week of 
January 14, 1980 In order to assist the Commis- 
sion to determine whether to approve the pro- 
posed rule change or institute proceedings to de- 
termine whether the proposed rule change should 
be disapproved, interested persons are invited to 
submit written data, views and arguments con- 
cerning the submission within 11 days from the 
date of publication in the Federal Register. Per- 
sons desiring to make written comments should 
file six copies thereof with the Secretary of the 
Commission, Securities and Exchange Commis- 
sion, 500 North Capital Street, Washington, D.C. 
20549. Reference should be made to File No. SR- 
-NYSE-79-5. 


Copies of the submission, all subsequent amend- 
ments, all written statements with respect to the 
proposed rule change which are filed with the 
Commission, and of all written communications 
relating to the proposed rule change between the 
Commission and any person, other than those 
which may be withheld from the public in accord- 
ance with the provisions of 5 U.S.C. §552, will be 
available for inspection and copying at the Com- 
mission’s Public Reference Room, 1100 L Street, 
N.W., Washington, D.C. Copies of the filing and of 





'The term “non-capital borrowings” refers to bor- 
rowings that do not involve the capital account of 
any NYSE member organization. 


2Reporting of “capital borrowings” would be unaf- 
fected by this proposal. 
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any subsequent amendments will also be available 
at the principal office of the above-mentioned self- 
regulatory organization. 


For the Commission, by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 16482/January 11, 1980 


NOTICE OF FILING AND EFFECTIVENESS OF 
PROPOSED RULE CHANGE BY THE NEW YORK 
STOCK EXCHANGE, INC. 


File No. SR-NYSE-79-46 


The New York Stock Exchange, Inc. (“NYSE”) 
submitted, on December 28, 1979, a proposed rule 
change under Securities Exchange Act Rule 
19b-4 to raise by approximately 8% the rates 
charged for NYSE Bond Ticker, Bond Ticker Dis- 
play and Equity Total Transaction Tape, in order to 
recover a portion of the increased operating ex- 
penses associated with these services. In addition, 
the filing establishes rates for the following new 
services: Bond Bid-Asked Tape; Closing Price 
Tape; and Range Tape. 


The foregoing rule change has become effective, 
pursuant to Section 19(b)(3)(A) of the Securities 
Exchange Act of 1934 (‘Act’). At any time within 
sixty days of the filing of such proposed rule 
change, the Commission may summarily abrogate 
such rule change if it appears to the Commission 
that such action is necessary or appropriate in the 
public interest, for the protection of investors, or 
otherwise in furtherance of the purposes of the 
Securities Exchange Act of 1934. 


Publication of the submission is expected to be 
made in the Federal Register during the week of 
January 14, 1980. Interested persons are invited 
to submit written data, views and arguments con- 
cerning the submission within 21 days from the 
date of publication in the Federal Register. Per- 
sons desiring to make written comments should 
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file six copies thereof with the Secretary of the 
Commission, Securities and Exchange Commis- 
sion, 500 North Capitol Street, Washington, D.C. 
20549. Reference should be made to File No. SR- 
-NYSE-79-46. 


Copies of the submission, all subsequent amend- 
ments, all written statements with respect to the 
proposed rule change which are filed with the 
Commission, and of all written communications 
relating to the proposed rule change between the 
Commission and any person, other than those 
which may be withheld from the public in accord- 
ance with the provisions of 5 U.S.C. §552, will be 
available for inspection and copying at the Com- 
mission’s Public Reference Room, 1100 L Street, 
N.W., Washington, D.C. 


For the Commission, by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 16483/January 11, 1980 


In the Matter of 


AMERICAN STOCK EXCHANGE, INC. 
86 Trinity Place 
New York, New York 10006 


(SR-Amex-79-19) 


ORDER APPROVING PROPOSED RULE 
CHANGE 


On November 1, 1979, the American Stock Ex- 
change, Inc. filed with the Commission, pursuant 
to Section 19(b)(1) of the Securities Exchange Act 
of 1934, 15 U.S.C. 78(s)(b)(1) (the “Act’”) and Rule 
19b-4 thereunder, copies of a proposed rule 
change which amends Amex Rule 959, Commen- 
tary .01, to delete a requirement that closing sell 
orders in options which have been placed in the 
cabinet and which cannot be immediately exe- 


© cuted must be filed in time sequence with any 
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order to sell at 1/16 in the regular-way auction 
market. 


Notice of the proposed rule change together with 
the terms of substance of the proposed rule 
change was given by publication of a Commission 
Release (Securities Exchange Act Release No. 
16334, November 9, 1979) and by publication in 
the Federal Register (44 FR 65844, November 15, 
1979). All written statements with respect to the 
proposed rule change which were filed with the 
Commission and all written communications relat- 
ing to the proposed rule change between the 
Commission and any person were considered and 
(with the exception of those statements or com- 
munications which may be withheld from the public 
in accordance with the provisions of 5 U.S.C. 
§552) were made available to the public at the 
Commission's Public Reference Room. 


The Commission finds that the proposed rule 
change is consistent with the requirements of the 
Act and the rules and regulations thereunder ap- 
plicable to a national securities exchange and in 
particular, the requirements of section 6 and the 
rules and regulations thereunder. 


IT IS THEREFORE ORDERED, pursuant to Sec- 
tion 19(b)(2) of the Act, that the above-mentioned 
proposed rule change be, and it hereby is, ap- 
proved. 


For the Commission, by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 16484/January 11, 1980 


In the Matter of 


CHICAGO BOARD OPTIONS EXCHANGE, 
INCORPORATED 

141 West Jackson Street 

Chicago, Illinois 60604 


(SR-CBOE-78-4) 


ORDER APPROVING PROPOSED RULE 
CHANGE 


On February 16, 1978, the Chicago Board Options 
Exchange, Incorporated (“CBOE”) filed with the 
Commission, pursuant to Section 19(b)(1) of the 
Securities Exchange Act of 1934, 15 U.S.C. 
78(s)(b)(1) (the “Act’) and Rule 19b-4 thereunder, 
copies of a proposed rule change to: (1) amend 
CBOE Rule 6.2 to require a Board Broker or Order 
Book Official to alternate the opening of put and 
call series on the same underlying security unless 
otherwise permitted by approval of Floor Officials 
or directed by the Floor Procedure Committee; (2) 
to amend CBOE Rule 6.54, Interpretations and 
Policies .01 to revise the procedures applicable to 
accomodation liquidations; and (3) to amend 
CBOE Rule 7.7, Interpretations and Policies .01 to 
require Board Brokers and Order Book Officials to 
display the full size of a bid or offer up to 999 con- 
tracts. 


Notice of the proposed rule change together with 
the terms of substance of the proposed rule 
change was given by publication of a Commission 
Release (Securities Exchange Act Release No. 
34-14518, March 2, 1978) and by publication in 
the Federal Register (43 FR 9670, March 9, 
1978). All written statements with respect to the 
proposed rule change which were filed with the 
Commission and all written communications relat- 
ing to the proposed rule change between the 
Commission and any person were considered and 
(with the exception of those statements or com- 
munications which may be withheld from the public 
in accordance with the provisions of 5 U.S.C. 
§552) were made available to the public at the 
Commission’s Public Reference Room. 


The Commission finds that the proposed rule 
change is consistent with the requirements of the 
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Act and the rules and regulations thereunder ap- 
plicable to a national securities exchange and in 
particular, the requirements of Section 6 and the 
rules and regulations thereunder. 


IT IS THEREFORE ORDERED, pursuant to Sec- 
tion 19(b)(2) of the Act, that the above-mentioned 
proposed rule change be, and it hereby is, ap- 
proved. 


For the Commission, by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 16485/January 14, 1980 


NOTICE OF FILING AND EFFECTIVENESS OF 
PROPOSED RULE CHANGE BY THE NEW YORK 
STOCK EXCHANGE, INC. 


File No. SR-NYSE-79-55 


The New York Stock Exchange, Inc. submitted, on 
December 23, 1979, a proposed rule change 
under Rule 19b-4 to amend its guidelines for floor 
conduct and safety to remove the provision that a 
member’s failure to return a visitor's badge on the 
same day as it is used will result in a one hundred 
dollar fine. 


The foregoing rule change has become effective, 
pursuant to Section 19(b)(3)(A) of the Securities 
Exchange Act of 1934 (the ‘‘Act’). At any time 
within sixty days of the filing of such proposed rule 
change, the Commission may summarily abrogate 
such rule change if it appears to the Commission 
that such action is necessary or appropriate in the 
public interest, for the protection of investors, or 
otherwise in furtherance of the purposes of the 
Securities Exchange Act of 1934. 


Publication of the submission is expected to be 
made in the Federal Register during the week of 
January 14, 1980. Interested persons are invited 
to submit written data, views and arguments con- 
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cerning the submission within 21 days from the 
date of publication in the Federal Register. Per- 
sons desiring to make written comments should 
file six copies thereof with the Secretary of the 
Commission, Securities and Exchange Commis- 
sion, 500 North Capitol Street, Washington, D.C. 
20549. Reference should be made to File No. SR- 
-NYSE-79-55. 


Copies of the submission, all subsequent amend- 
ments, all written statements with respect to the 
proposed rule change which are filed with the 
Commission, and of all written communications 
relating to the proposed rule change between the 
Commission and any person, other than those 
which may be withheld from the public in accord- 
ance with the provisions of 5 U.S.C. §552, will be 
available for inspection and copying at the Com- 
mission’s Public Reference Room, 1100 L Street, 
N.W., Washington, D.C. 


For the Commission, by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 16486/January 14, 1980 


The Commission today announced that it has in- 
cluded in the public file, pursuant to Rule 28 of the 
Commission’s Rules of Practice (17 CFR 201.28), 
three comment letters received from the National 
Securities Clearing Corporation (““NSCC”’) and two 
statements by Professor George A. Hay of the 
Cornell Law School. Those letters and Professor 
Hay’s statements concern the issues remanded to 
the Commission for further study and explication 
by the United States Court of Appeals for the Dis- 
trict of Columbia Circuit in the Bradford case.' 


In Securities Exchange Act Release No. 15640 
(March 14, 1979), the Commission requested pub- 
lic comment on the two issues remanded in the 





‘Bradford National Clearing Corporation et al. v. 
Securities and Exchange Commission et al. 590 F. 


@ 2d 1085 (D.C. Cir. 1978). 
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Bradford case. Those issues are NSCC’s use of 
the pricing policy known as geographic price 
mutualization (““GPM’’) AND NSCC’s selection, 
without competitive bidding, of the Securities In- 
dustry Automation Corporation (‘‘SIAC’’) as 
facilities manager of its consolidated system. In 
that release, the Commission also included the 
text of a letter to Jack Nelson, President of NSCC, 
requesting (i) that NSCC submit written statements 
on its views and arguments concerning the two is- 
sues remanded by the court and (ii) that NSCC re- 
spond to certain specific questions on those two 
issues. The Commission also indicated that 
NSCC’s two reports would be placed in a public 
file and that interested persons were encouraged 
to examine those reports and to comment on 
them. Finally, the release indicated that the com- 
ment period would be open for 45 days (or until 
May 1, 1979). 


Subsequently, on May 30, 1979, the Commission 
extended the comment period on the issues re- 
manded in the Bradford litigation until July 27, 
1979.2 That extension was granted, in part, be- 
cause of a request from NSCC that the Commis- 
sion extend, until June 15, 1979, the time for sub- 
mission of its report on competitive bidding. In ad- 
dition, the Commission also had received written 
requests from the National Association of Securi- 
ties Dealers, Inc. (the “NASD”) and Bradford Se- 
curities Processing Services, Inc. (“BSPS”) and 
oral requests from Stock Clearing Corporation of 
Philadelphia (“SCCP”) and the Midwest Stock Ex- 
change (‘Midwest’), that the comment period on 
the two issues remanded in the Bradford litigation 
be extended. 


NSCC submitted its reports on GPM and competi- 
tive bidding on April 20 and June 19, 1979, re- 
spectively. Among the comment letters received in 
response to those reports were letters from Mid- 
west, the Pacific Stock Exchange (“Pacific”) and 
Bradford National Corporation (‘Bradford’). At- 
tached to Bradford’s letter was a statement on 
GPM and competitive bidding prepared, at Brad- 
ford’s request, by Professors John H. Lanbein and 
Richard A. Posner of the University of Chicago 
School of Law. The comment period closed on 
July 27, 1979.3 





2Securities Exchange Act Release No. 15882, 
(May 30, 1979). 


3in addition to NSCC’s two reports, the Commis- 
sion has received comment letters from the Na- 
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Since the close of the comment period, the Com- 
mission has received three comment letters from 
NSCC. By letter dated October 19, 1979, NSCC 
submitted a response to Midwest's comments; by 
letter dated October 22, 1979, NSCC responded to 
Pacific’s comments; and by letter dated December 
19, 1979, NSCC submitted a letter in response to 
Bradford’s comments. Attached to NSCC’s re- 
sponse to Bradford’s comments were statements 
on GPM and competitive bidding prepared, at 
NSCC’s request, by George A. Hay of the Cornell 
Law School. 


The Commission had decided to include those 
documents as part of its consideration of the 
Bradford remand. Accordingly, the Commission 
has included them in the public file pursuant to 
Rule 28 of the Commission’s Rules of Practice (17 
CFR 201.28).4 





Continued from preceding page 


tional Association of Securities Dealers, Inc.; the 
Securities Industry Association; the Midwest Stock 
Exchange; Bradford National Corporation; The 
Pacific Stock Exchange; Lewco Securities Corpo- 
ration; The Depository Trust Company; Merrill 
Lynch, Pierce, Fenner & Smith, Inc; and F.L. Put- 
nam and Co., Inc. Copies of NSCC’s two reports 
and the comment letters have been placed in Pub- 
lic File No. 600-15. 


4The pertinent provision of Rule 28 provides: 


(b) In any case of adjudication [which is not re- 
quired to be determined on the record after 
notice and opportunity for hearing and which the 
Commission has not chosen to determine on the 
record after notice and opportunity for hearing], 
if the Commission provides notice and opportu- 
nity for the submission of written comments by 
parties to the adjudication or, as the case may 
be, by other interested persons, written com- 
ments received on or before the closing date for 
comments, unless accorded confidential treat- 
ment pursuant to statute or rule of the Commis- 
sion, become a part of the public record of the 
adjudication. The Commission, in its descretion, 
may accept and include in the public record 
written comments filed with the Commission 
after the closing date. 
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Copies of NSCC’s three letters and the statements 
prepard by professor Hay have been placed in File 
No. 600-15 at the Commission Public Reference 
Section, Room 6101, 1100 L St., N.W., Washing- 
ton, D.C. 


For further information contact: Michael J. Simon 
at (202) 272-2908. 


By the Commission. 


George A. Fitzsimmons 
Secretary 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 16487/January 11, 1980 


In the Matter of Applications of the 
PACIFIC STOCK EXCHANGE, INC. 
For Unlisted Trading Privileges 
Securities Exchange Act of 1934 


FINDINGS AND ORDER GRANTING APPLICA- 
TIONS FOR UNLISTED TRADING PRIVILEGES 


The Pacific Stock Exchange (‘‘PSE’’) has filed ap- 
plications with the Commission pursuant to Sec- 
tion 12(f)(1)(B) of the Securities Exchange Act of 
1934 (“Act”) and Rule 12f-1 [17 CFR 240.12f-1] 
thereunder, for unlisted trading privileges in the 
following securities which are listed on another 
national securities exchange: 


AMP Incorporated 
Common Stock, No Par Value (File No. 7- 
51111); 


Cluett, Peabody & Co., Inc. 
Common Stock, $1.08 1/3 Par Value (File No. 
7-5112); 


Squibb Corporation 
Common Stock, $1.00 Par Value (File No. 
7-5114); 


Wang Laboratories, Inc. 
Class B Common Stock, $.50 Par Value and 
Common Stock, $.50 Par Value (File No. 7- 
5115); 


Household Finance Corporation 
Common Stock, $1.00 Par Value (File No. 
7-5113); 


G.D. Searle & Co. 
Common Stock, $.33 1/3 Par Value (File No. 
7-5116); and 


Delmarva Power & Light Co. 


Common Stock, $3.37 1/2 Par Value (File No. 
7-5117).! 


The Commission finds that approval of the PSE’s 
applications for unlisted trading privileges in these 
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securities is consistent with the maintenance of 
fair and orderly markets and the protection of in- 
vestors. As a national securities exchange, regis- 
tered with the Commission pursuant to Section 6 
of the Act, the PSE is subject to the provisions of 
paragraph (b) of that section, and to the Commis- 
sion’s inspection authority and oversight responsi- 
bility under Sections 17 and 19 of the Act and the 
rules and regulations thereunder. In addition, 
transactions in the subject securities, regardless of 
the market in which they occur, are reported in the 
consolidated transaction reporting system con- 
templated by Rule 17a-15 under the Act [17 CFR 
240.17a-15]. The availability of last sale informa- 
tion for the subject securities should contribute to 
pricing efficiency and to ensuring that transactions 
on the PSE are executed at prices which are rea- 
sonably related to those occurring in other mar- 
kets. Finally, the Commission has received no 
comments indicating that the granting of these ap- 
plications would not be consistent with the mainte- 
nance of fair and orderly markets and the protec- 
tion of investors. The Commission further finds 
that approval of the PSE applications will provide 
increased opportunities for competition among 
brokers and dealers and among exchange markets 
consistent with the purposes of the Act and the 
objectives of the national market system. 


ACCORDINGLY, IT IS ORDERED, pursuant to 
Section 12(f)(1)(B) of the Act, that the applications 
for unlisted trading privileges on the Pacific Stock 
Exchange in the above named securities are 
hereby approved. 


For the Commission by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 








‘Notice of these applications was given by publi- 
cation in the Federal Register. 44 FR 71926 (De- 
cember 12, 1979). The Commission has received 
no comments with respect to these applications. 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 16488/January 11, 1980 


In the Matter of Applications of the 
CINCINNATI STOCK EXCHANGE, INC. 
For Unlisted Trading Privileges 
Securities Exchange Act of 1934 


FINDINGS AND ORDER GRANTING APPLICA- 
TIONS FOR UNLISTED TRADING PRIVILEGES 


The Cincinnati Stock Exchange (‘CSE’) has filed 
applications with the Commission pursuant to 
Section 12(f)(1)(B) of the Securities Exchange Act 
of 1934 (‘‘Act’’) and Rule 12f-1 [17 CFR 
240.12f-1] thereunder, for unlisted trading 
privileges in the following securities which are 
listed on another national securities exchange: 


Colonial Penn Group 


Common Stock, $.10 Par Value (File No. 7- 
5037); 


Jefferson-Pilot Corporation 
Common Stock, $1.25 Par Value (File 
7-5038); 


Lincoln National Corporation 
Common Stock, $2.50 Par Value (File 
7-5039); 


NLT Corporation 


Common Stock, $5.00 Par Value (File 
7-5040); 


USLIFE Corporation 


Common Stock, $1.00 Par Value (File 
7-5041); 


Trans World Corporation 
Common Stock $5.00 Par Value (File 
7-5121); 


Greyhound Corporation (Arizona) 
Common Stock, $1.50 Par Value (File 
7-5056); 


Digital Equipment Corporation 
Common Stock, $1.00 Par Value (File 
7-5122); and 
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Southwestern Public Service Co. 
Common Stock, $1.00 Par Value (File No. 
7-5123).' 


The Commission finds that approval of the CSE’s 
applications for unlisted trading privileges in these 
securities is consistent with the maintenance of 
fair and orderly markets and the protection of in- 
vestors. As a national securities exchange, regis- 
tered with the Commission pursuant to Section 6 
of the Act, the CSE is subject to the provisions of 
paragraph (b) of that section, and to the Commis- 
sion’s inspection authority and oversight responsi- 
bility under Sections 17 and 19 of the Act and the 
rules and regulations thereunder. In addition, 
transactions in the subject securities, regardless of 
the market in which they occur, are reported in the 
consolidated transaction reporting system con- 
templated by Rule 17a-15 under the Act [17 CFR 
240.17a-15]. The availability of last sale informa- 
tion for the subject securities should contribute to 
pricing efficiency and to ensuring that transactions 
on the CSE are executed at prices which are rea- 
sonably related to those occurring in other mar- 
kets. Finally, the Commission has received no 
comments indicating that the granting of these ap- 
plications would not be consistent with the mainte- 
nance of fair and orderly markets and the protec- 
tion of investors. The Commission further finds 
that approval of the CSE applications will provide 
increased opportunities for competition among 
brokers and dealers and among exchange markets 
consistent with the purposes of the Act and th e 
objectives of the national market system. 


ACCORDINGLY, IT IS ORDERED, pursuant to 
Section 12(f)(1)(B) of the Act, that the applications 
for unlisted trading privileges on the Cincinnati 
Stock Exchange in the above named securities are 
hereby approved. 


For the Commission by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 








‘Notice of these applications was given by publi- 
cation in the Federal Register. 44 FR 71918 (De- 
cember 12, 1979). The Commission has received 
no comments with respect to these applications. 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 16489/January 11, 1980 


In the Matter of Applications of the 
MIDWEST STOCK EXCHANGE, INC. 


For Unlisted Trading Privileges 
Securities Exchange Act of 1934 


FINDINGS AND ORDER GRANTING APPLICA- 
TIONS FOR UNLISTED TRADING PRIVILEGES 


The Midwest Stock Exchange (“MSE”) has filed 
applications with the Commission pursuant to 
Section 12(f)(1)(B) of the Securities Exchange Act 
of 1934 (‘‘Act’’) and Rule 12f-1 [17 CFR 
240.12f-1] thereunder, for unlisted trading privi- 
leges in the following securities which are listed on 
another national securities exchange: 


Purex Industries, Inc. (Delaware) 
Common Stock, $1.00 Par Value (File No. 
7-5103); 


Greyhound Corporation (Arizona) 
Common Stock, $1.50 Par Value (File No. 
7-5065);' 


Tucson Electric Power 
Common Stock, $2.50 Par Value (File No. 
7-4856);? and 


Houston Oil & Minerals Corporation 
Common Stock, $.10 Par Value (File No. 7- 
4845).3 


The Commission finds that approval of the MSE’s 
applications for unlisted trading privileges in these 
securities is consistent with the maintenance of 
fair and orderly markets and the protection of in- 





"Notice of these applications was given by publi- 
cation in the Federal Register. 44 FR 71924 (De- 
cember 12, 1979). 


2Notice of this application was given by publication 
in the Federal Register. 41 FR 35242 (August 20, 
1976). 

3Notice of this applications was given by publica- 
tion in the Federal Register. 41 FR 48428 (No- 
vember 3, 1976). The Commission has received 
no comments regarding the four applications. 
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vestors. As a national securities exchange, regis- 
tered with the Commission pursuant to Section 6 
of the Act, the MSE is subject to the provisions of 
paragraph (b) of that section, and to the Commis- 
sion’s inspection authority and oversight responsi- 
bility under Sections 17 and 19 of the Act and the 
rules and regulations thereunder. In addition, 
transactions in the subject securities, regardless of 
the market in which they occur, are reported in the 
consolidated transaction reporting system con- 
templated by Rule 17a-15 under the Act [17 CFR 
240.17a-15]. The availability of last sale informa- 
tion for the subject securities should contribute to 
pricing efficiency and to ensuring that transactions 
on the MSE are executed at prices which are rea- 
sonably related to those occurring in other mar- 
kets. Finally, the Commission has received no 
comments indicating that the granting of these ap- 
plications would not be consistent with the mainte- 
nance of fair and orderly markets and the protec- 
tion of investors. The Commission further finds 
that approval of the MSE applications will provide 
increased opportunities for competition among 
brokers and dealers and among exchange markets 
consistent with the purposes of the Act and the 
objectives of the national market system. 


ACCORDINGLY, IT IS ORDERED, pursuant to 
Section 12(f)(1)(B) of the Act, that the applications 
for unlisted trading privileges on the Midwest 
Stock Exchange in the above named securities are 
hereby approved. 


For the Commission by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 16490/January 14, 1980 


The Securities and Exchange Commission today 
granted the application of the American Stock Ex- 
change, Inc. (‘““Amex’’)', pursuant to the terms of 





'See letter dated January 7, 1980 from Howard A. 
Baker, Assistant Vice President, Options Division, 
Amex, to Gene Carasick, Assistant Director, Divi- 
sion of Market Regulation, Securities and Ex- 
change Commission. 
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the voluntary moratorium on expansion of stand- 
ardized options trading (‘‘the voluntary morato- 
rium’’),2 to begin trading put and call options on 
the common stock of Caesar's World, Inc. to re- 
place put and call options on the common stock of 
Reserve Oil and Gas Company (Reserve) which 
has been delisted involuntarily by the Amex as a 
result of the merger of Reserve into Getty Oil 
Company. The Amex intends to commence trading 
in Caesar’s World options on the business day 
following the effective date of the merger. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 16491/January 14, 1980 


In the Matter of 


NATIONAL ASSOCIATION OF SECURITIES 
DEALERS, INC. 

1735 K Street, N.W. 

Washington, DC 20006 


(SR-NASD-79-10) 


ORDER APPROVING PROPOSED RULE 
CHANGE 


On October 22, 1979, the National Association of 
Securities Dealers, Inc. (“NASD”) filed with the 
Commission, pursuant to Section 19(b)(1) of the 
Securities Exchange Act of 1934, 15 U.S.C. 
78(s)(b)(1) (the “Act’’) and Rule 19b-4 thereunder, 
copies of a proposed rule change which would 
amend the NASD’s Code of Procedure for Han- 
dling Trade Practice Complaints (‘Code’) to pro- 
vide that a mailing to any participant, member, or 
associated person, directed to the latest address 
carried on the NASD’s records for that person, 
constitutes proper service under the Code. In ad- 
dition, the proposed amendment would provide 





2See Securities Exchange Act Release No. 15026 
(August 3, 1978). 
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that, for purposes of computing the time for re- 
quired action under the Code, three days shall be 
added to the prescribed period if service is ef- 
fected by mail. The NASD states that the purpose 
of the proposed amendment is to prevent the pos- 
sibility of an open-ended period for appeals where 
an aggrieved person has not received timely 
notice under the Code.' 


Notice of the proposed rule change together with 
the terms of substance of the proposed rule 
change was given by publication of a Commission 
Release (Securities Exchange Act Release No. 
34-16366, November 27, 1979) and by publication 
in the Federal Register (44 FR 70250, December 
6, 1979). No comments were received. 


The Commission finds that the proposed rule 
change is consistent with the requirements of the 
Act and the rules and regulations thereunder ap- 
plicable to registered securities associations, and 
in particular, the requirements of Sections 
15A(b)(6), and (b)(8), (h)(1), and (h)(2), concern- 
ing fair procedures for the disciplining of members 
and persons associated with members, especially 
due process notice requirements, and the rules 
and regulations thereunder. 


IT IS THEREFORE ORDERED, pursuant to Sec- 
tion 19(b)(2) of the Act, that the above-mentioned 
proposed rule change be, and it hereby is, ap- 
proved. 


For the Commission, by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 








‘In connection with its adoption of Rule 19d-3 
under the Act, the Commission advised all self- 
regulatory organizations to review their rules to 
make sure this problem was dealt with. Securities 
Exchange Act Release No. 13726 (July 8, 1977), 
42 FR 36401 (July 14, 1977). 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 16492/January 15, 1980 


NOTICE OF EFFECTIVENESS OF A PROPOSED 
RULE CHANGE BY THE MIDWEST CLEARING 
CORPORATION (“MCC”) 


(File No. SR-MCC-79-3) 


The Midwest Clearing Corporation submitted on 
January 3, 1980, a proposed rule change under 
Rule 19b-4 to revise fees for certain services pro- 
vided by MCC. 


The foregoing rule change has become effective 
pursuant to Section 19(b)(3)(A) of the Securities 
Exchange Act of 1934 and Rule 19b-4 thereunder. 
At any time within sixty days of the filing of such 
proposed rule change, the Commission may sum- 
marily abrogate the rule change if it appears to the 
Commission that such action is necessary or ap- 
propriate in the public interest, for the protection of 
investors, or otherwise in furtherance of the pur- 
poses of the Securities Exchange Act of 1934. 


Publication of the submission is expected to be 
made in the Federal Register during the week of 
January 21, 1980. Interested persons are invited 
to submit written data, views and arguments con- 
cerning the submission within twenty-one days 
from the date of publication in the Federal Regis- 
ter. Persons desiring to make written submissions 
should file six copies thereof with the Secretary of 
the Commission, Securities and Exchange Com- 
mission, 500 North Capitol Street, Washington, 
D.C. 20549. Reference should be made to File No. 
SR-MCC-79-3. 


Copies of the submission, with accompanying 
exhibits, and of all written comments will be avail- 
able for public inspection at the Securities and Ex- 
change Commission’s Public Reference Room, 
1100 L Street, N.W., Washington, D.C. Copies of 
the filing will also be available at the principal of- 
fice of the above-mentioned self-regulatory or- 
ganization. 


For the Commission by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 16493/January 15, 1980 


NOTICE OF EFFECTIVENESS OF A PROPOSED 
RULE CHANGE BY THE PACIFIC SECURITIES 
DEPOSITORY TRUST COMPANY, INC. 


(File No. SR-PSDTC-80-1) 


The Pacific Securities Depository Trust Company 
submitted on January 10, 1980, a proposed rule 
change increasing the size of the Board of Direc- 
tors from six to thirteen members. 


The foregoing rule change has become effective 
pursuant to Section 19(b)(3)(A) of the Securities 
Exchange Act of 1934 and Rule 19b-4 thereunder. 
At any time within sixty days of the filing of such 
proposed rule change, the Commission may sum- 
marily abrogate the rule change if it appears to the 
Commission that such action is necessary or ap- 
propriate in the public interest, for the protection of 
investors, or otherwise in furtherance of the pur- 
poses of the Securities Exchange Act of 1934. 


Publication of the submission is expected to be 
made in the Federal Register during the week of 
January 21, 1980. Interested persons are invited 
to submit written data, views and arguments con- 
cerning the submission within twenty-one days 
from the date of publication in the Federal Regis- 
ter. Persons desiring to make written submissions 
should file six copies thereof with the Secretary of 
the Commission, Securities and Exchange Com- 
mission, 500 North Capitol Street, Washington, 
D.C. 20549. Reference should be made to File No. 
SR-PSDTC-80-1. 


Copies of the submission, with accompanying 
exhibits, and of all written comments will be avail- 
able for public inspection at the Securities and Ex- 
change Commission’s Public Reference Room, 
1100 L Street, N.W., Washington, D.C. Copies of 
the filing will also be available at the principal of- 
fice of the above-mentioned self-regulatory or- 
ganization. 


For the Commission by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 16494/January 15, 1980 


NOTICE OF FILING OF PROPOSED RULE 
CHANGE BY THE BOSTON STOCK EXCHANGE 
CLEARING CORPORATION (“BSECC”) 


(File No. SR-BSECC-80-1) 


The Boston Stock Exchange Clearing Corporation 
submitted on January 8, 1980, a proposed rule 
change under Rule 19b-4 to establish procedures 
whereby book-entry transfers within New England 
Depository Trust Company (“NESDTC”} may be 
used for settlement of trades clearing and settling 
through BSECC. 


Publication of the submission is expected to be 
made in the Federal Register during the Week of 
January 21, 1980. Interested persons are invited 
to submit written data, views and arguments con- 
cerning the submission within twenty-one days 
from the date of publication in the Federal Regis- 
ter. Persons desiring to make written submissions 
should file six copies thereof with the Secretary of 
the Commission, Securities and Exchange Com- 
mission, 500 North Capitol Street, Washington, 
D.C. 20549. Reference should be made to File No. 
SR-BSECC-80-1. 


Copies of the submission, with accompany in 
exhibits, and all written comments will be available 
for public inspection at the Securities and Ex- 
change Commission’s Public Reference Room, 
1100 L Street, N.W., Washington, D.C. Copies of 
the filing will also be available at the principal of- 
fice of the above-mentioned self-regulatory or- 
ganization. 


For the Commission by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 16495/January 15, 1980 


Exemption of Non-member Brokers and Dealers 
From Certain SECO Fair Practice Rules 


ACTION: Final rule. 


SUMMARY: The Commission is amending the rule 
which exempts certain municipal securities bro- 
kers and municipal securities dealers from the fair 
practice requirements of the SECO program. Pre- 
viously, exemption from regulation under the fair 
practice rules of the SECO program was based 
upon the type of broker or dealer effecting the 
transaction. The rule, as amended, exempts the 
municipal securities transactions of all SECO 
brokers and dealers from the requirements of the 
Commission’s SECO fair practice rules. 


As a result, the amendment eliminates the current 
dual regulation of municipal securities transactions 
effected by SECO brokers and dealers that con- 
duct business in both municipal and corporate se- 
curities. It also makes the SECO fair practice rules 
applicable to transactions in exempted securities 
effected by all registered SECO brokers and deal- 
ers, including those brokers and dealers engaging 
exclusively in municipal and exempted securities 
transactions. 


EFFECTIVE DATE: [30 days following publication 
in the Federal Register. } 


FOR FURTHER INFORMATION CONTACT: 


D. Michael Lefever, Esq. 

Office of Self-Regulatory Oversight 
Division of Market Regulation 
Securities and Exchange Commission 
500 North Capitol Street 

Washington, D.C. 20549 

(202) 272-2412. 


SUPPLEMENTARY INFORMATION: The Securi- 
ties and Exchange Commission today announced 
that it has amended Securities Exchange Act Rule 
15b10-12 [17 CFR 240.15b10-12] in order to 
eliminate the current dual regulation of municipal 
securities transactions effected by Securities and 
Exchange Commission Only (“SECO”) brokers 
and dealers conducting business in corporate as 
well as municipal and exempted securities (“mixed 


product brokers and dealers’’). The rule, as » 
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amended, also makes the fair practice rules of the 
Commission’s SECO program’ applicable to the 
exempted securities transactions of all registered 
SECO brokers and dealers, including those bro- 
kers and dealers engaging exclusively in municipal 
and exempted securities transactions (‘‘sole 
municipal brokers and dealers’’). 


The Securities Acts Amendments of 1975 (the 
“1975 Amendments”)? established for the first 
time the requirement that municipal securities 
brokers and dealers whose business is confined to 
effecting transactions in municipal and exempted 
securities register with the Commission. Regis- 
tered sole municipal brokers and dealers which did 
not elect to become members of the National As- 
sociation of Securities Dealers, Inc. (the “NASD”) 
became subject to regulation under the Commis- 
sion’s SECO program. The program includes a 
series of Commission rules that establish ‘‘fair 
practice” standards governing such matters as 
general business conduct, suitability of recom- 
mendations, discretionary accounts, supervision of 
employees, record keeping, and fidelity bonds. 
The Commission, however, anticipated that the 
Municipal Securities Rulemaking Board (the 
“MSRB”), as directed by Section 15B(b)(2)(C) of 
the Act [15 U.S.C. §780-4(b)(2)(C)], would 
establish rules of fair practice governing the ac- 
tivities of municipal securities brokers and dealers. 
Accordingly, the Commission adopted Rule 
15b10-12 to relieve SECO sole municipal brokers 
and dealers of the necessity of developing and im- 
plementing compliance procedures for those 
SECO rules which regulated practices to be cov- 
ered by anticipated MSRB fair practice rules.* 


In contrast, SECO mixed product brokers and 
dealers, having been required to register with the 
Commission prior to the 1975 Amendments, had 
already been required to develop the necessary 
compliance procedures and, accordingly, con- 





1The SECO fair practice rules consist of Securities 
Exchange Act Rules 15b10-1 through 15b10-11 
[17 CFR 240.15b10-1 through 15b10-11] adopted 
pursuant to authority granted by Section 15(b)(9) 
of the Securities Exchange Act of 1934 (the ‘‘Act’’) 
[15 U.S.C. §780(b)(9)]. 


2Pub. L. No. 94-29 (June 4, 1975). 


3Securities Exchange Act Release No. 11876 
(Nov. 26, 1975) and Release No. 12468 (May 20, 
1976). 
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tinued to be subject to the SECO fair practice rules 
with respect to their transactions in corporate, 
municipal, and exempted securities. Conse- 
quently, when the Commission approved the 
MSRB fair practice rules on October 19, 1978,4 
transactions in municipal securities effected by 
SECO mixed product brokers and dealers became 
subject to regulation by both the Commission and 
the MSRB. In order to eliminate duplicative regu- 
lation,s the Commission proposed and published 
for comment an amendment to Rule 15b10-12.6 
No comments concerning the proposal were re- 
ceived. 


The amendment to Rule 15b10-12 makes two 
changes. First, it eliminates the current fair prac- 
tice regulation by both the Commission and the 
MSRB of municipal securities transactions of 
mixed product brokers and dealers by exempting, 
with respect to their municipal securities transac- 
tions, all SECO brokers and dealers from com- 
pliance with SECO fair practice rules that are 
parallel to rules adopted by the MSRB. Specif- 
ically, the rule: exempts municipal securities trans- 
actions from the requirements of Rules 15b10-12, 
15b10-3, 15b10-4, 15b10-5, 15b10-6 and 
15b10-11. The municipal securities transactions of 
both SECO mixed product brokers and dealers 
and SECO sole municipal brokers and dealers 
consequently will be subject only to the applicable 
MSRB rule. 


In addition, the amendment makes SECO fair 
practice rules applicable to transactions in 
exempted securities effected by SECO sole 
municipal brokers and dealers.’ Previously, Rule 
15b10-12 exempted SECO sole municipal brokers 
and dealers from the fair practice requirements of 
the SECO program. The rule, as amended, con- 
verts a class exemption for SECO sole municipal 





4Securities Exchange Act Release No. 15247 and 
Release No. 15248 (Oct. 19, 1978). 

5 For example, both the SECO rules and the MSRB 
rules concern general business conduct, suitability 
of investment recommendations, supervision of 
persons associated with brokers and dealers, and 
discretionary accounts. 


®Securities Exchange Act Release No. 16018 
(July 11, 1979). 


7Section 15(b)(9) of the Act grants the Commis- 
sion rulemaking authority over any security, in- 
cluding exempted securities. 
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brokers and dealers into a transactional exemption 
limited to municipal securities transactions. As a 
result, the amendment subjects all non-municipal 
transactions effected by SECO sole municipal 
brokers and dealers to Commission regulation, 
whether or not the transactions would have re- 
quired the broker or dealer to register with the 
Commission. The practical effect of the rule 
change is to require such persons to comply with 
the SECO fair practice rules with respect to their 
transactions in exempted securities. 


Transactions in exempted securities effected by 
SECO mixed product brokers and dealers continue 
to be subject to the requirements of the SECO 
rules. By removing the exemption from compliance 
with such rules previously applicable to sole 
municipal brokers and dealers effecting transac- 
tions in exempted securities, uniformity within the 
SECO program is achieved. Although the scope of 
SECO regulation is broader than that of the NASD, 
which is not permitted to regulate exempted secu- 
rities transactions of its members,® the Commis- 
sion believes it is appropriate to utilize fully the 
jurisdiction granted to it in Section 15b(b)(9) of the 
Act to assure that basic standards of fair dealing 
apply to all securities transactions of SECO bro- 
kers and dealers, Accordingly, the Commission 
has determined, pursuant to Section 23(a)(2) of 
the Act [15 U.S.C. §78w(a)(2)], that the amend- 
ment of Rule 15b10-12 does not impose any bur- 
dens on competition not necessary or appropriate 
in the furtherance of the purpose of the Act. 


Statutory Basis 


The Securities and Exchange Commission, acting 
pursuant to the Securities Exchange Act of 1934, 
as amended [15 U.S.C. §78a et seq.], and par- 
ticularly Sections 2, 15, and 23 [15 U.S.C. §§78b, 
780 and 78w], hereby amends §240.15b10-12 of 
Title 17 of the Code of Federal Regulations. Rule 
15b10-12, as amended, becomes effective on [30 
days following publication in the Federal Register] 


§240.15b10-12 is revised to read as follows: 





8Section 15A(f) of the Act [15 U.S.C. §780-3(f)], in 
limiting the statutory authority of the NASD, pro- 
vides: “Nothing in this section shall be construed 
to apply with respect to any transaction by a 
broker or dealer in any exempted security.” 
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§240.15b10-12 Exemption for municipal securities 
transactions of non-member brokers and dealers. 


The following rules of the Commission adopted 
pursuant to section 15(b) of the Act shall not apply 
to transactions in municipal securities effected by 
brokers and dealers: 


Rule 15b10-2 
Rule 15b10-3 
Rule 15b10-4 
Rule 15b10-5 
Rule 15b10-6 
Rule 15b10-11 


By the Commission. 


George A. Fitzsimmons 
Secretary 
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, 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 16496/January 15, 1980 


SEE 


SECURITIES ACT OF 1933 
Release No. 6176/January 15, 1980 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 16497/January 15, 1980 


SEE 


SECURITIES ACT OF 1933 
Release No. 6177/January 15, 1980 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 16498/January 15, 1980 


SEE 


SEUCRITIES ACT OF 1933 
Release No. 6178/January 15, 1980 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 16499/January 15, 1980 


SEE 


SECURITIES ACT OF 1933 
Release No. 6179/January 15, 1980 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 16500/January 15, 1980 


NOTICE OF EFFECTIVENESS OF A PROPOSED 
RULE CHANGE BY THE MIDWEST SECURITIES 
TRUST COMPANY 


(File No. SR-MSTC-79-4) 


Midwest Securities Trust Company (MSTC) sub- 
mitted on January 3, 1980, a proposed rule 
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change pursuant to Rule 19b-4 under the Securi- 
ties Exchange Act, revising their pricing schedule. 


The foregoing rule change has become effective 
pursuant to Section 19(b)(3)(A) of the Securities 
Exchange Act of 1934 and Rule 19b-4 thereunder. 
At any time within sixty days of the filing of such 
proposed rule change, the Commission may 
sumarily abrogate the rule change if it appears to 
the Commission that such action is necessary or 
appropriate in the public interest, for the protection 
of investors, or otherwise in furtherance of the 
purposes of the Securities Exchange Act of 1934. 


Publication of the submission is expected to be 
made in the Federal Register during the week of 
January 21, 1980. Interested persons are invited 
to submit written data, views and arguments con- 
cerning the submission within twenty-one days 
from the date of publication in the Federal Regis- 
ter. Persons desiring to make written submissions 
should file six copies thereof with the Secretary of 
the Commission, Securities and Exchange Com- 
mission, 500 North Capitol Street, Washington, 
D.C. 20549. Reference should be made to File No. 
SR-MSTC-79-4. 


Copies of the submission, with accompanying 
exhibits, and all written comments will be available 
for public inspection at the Securities and Ex- 
change Commission's Public Reference Room, 
1100 L Street, N.W., Washington, D.C. Copies of 
the filing will also be available at the principal of- 
fice of the above-mentioned self-regulatory or- 
ganization. 


For the Commission by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 16501/January 16, 1980 


The Securities and Exchange Commission today 
granted the application of the Pacific Stock Ex- 
change Incorporated (“PSE”)', pursuant to the 
terms of the voluntary moratorium on expansion of 
standardized options trading,? to begin trading call 
options on Resorts International A common stock 
(“Resorts”) to replace call options on the common 
stock of Sambo’s Restruants, Ince. (“SRI”). SRI 
has been delisted involuntarily by the PSE be- 
cause of SRI'’s failure to satisfy the terms of PSE 
Rule VI, Section 13, Commentary .01(3) which 
provides for the withdrawal of approval of under- 
lying stocks if the market price per share closes 
below $10.00 as measured by the highest closing 
price in any market on a majority of the business 
days of any six month period. The PSE intends to 
commence trading in Resorts call options on 
January 21, 1980. 


By The Commission 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 16502/January 16, 1980 


In the Matter of 

AMERICAN STOCK EXCHANGE, INC. 
86 Trinity Place 

New York, N.Y. 10006 


(SR-AMEX-79-15) 


ORDER APPROVING PROPOSED RULE 
CHANGE 


On November 7, 1979, the American Stock Ex- 
change (‘Amex’) filed with the Commission, pur- 





'See letter dated January 8, 1980 from Bernell V. 
Flath, Vice President, Options Division, PSE to 
Paul A. Belvin, Division of Corporate Finance, Se- 
curities and Exchange Commission. 


2See Securities Exchange Act Release No. 15026 
(August 3, 1978). 


326/SEC DOCKET 


suant to Section 19(b) (1) of the Securities Ex- 
change Act of 1934, 15 U.S.C. 78(s) (b) (1) (“Act”) 
and Rule 19b-4 thereunder, copies of a proposed 
rule change which adopts a set of rules that would 
conform its present rules on arbitration’ to the 
Uniform Code of Arbitration (“Code”)? which was 
drafted by the Securities Industry Conference on 
Arbitration (“SICA”)? and which provides arbitra- 
tion procedures for the settlement of disputes 
arising between customers and broker-dealers. 
The proposal revokes the present Amex arbitration 
rules and adopts the entire Code as new Amex 
Rules 601-619. The proposal also incorporates 
the simplified arbitration procedures that were 
drafted by the SICA and adopted by the Amex on 
May 4, 1978,4 regarding small claims not exceed- 
ing $2500.5 


A primary purpose of this proposal is to provide 
investors with a simple and inexpensive procedure 





1For the Amex’s current arbitration rules, see 
Amex Rules 601-610. 


2The Code was published on December 28, 1979, 
as the Second Report of the Securities Industry 
Conference on Arbitration to the Securities and 
Exchange Commission. 


3The SICA was organized on April 5, 1977, pur- 
suant to the Commission's stated position that 
there was a need to implement a nationwide in- 
vestor disput resolution system. See Securities 
Exchange Act Release No. 12528 (June 9, 1976), 
9 SEC Docket 833 (June 23, 1976), 41 FR 23803 
(June 11, 1976); Securities Exchange Act Release 
No. 13470 (April 26, 1977), 12 SEC Docket 186 
(May 10, 1 1977), 42 FR 23892 (May 11, 1977). 


The SICA members consist of: the American 
Stock Exchange, Inc.; the Boston Stock Exchange, 
Incorporated; the Chicago Board Options Ex- 
change, Incorporated; the Cincinnati Stock Ex- 
change; the Midwest Stock Exchange, Incorpo- 
rated; the Municipal Securities Rulemaking Board; 
the National Association of Securities Dealers, 
Inc.; the New York Stock Exchange, Inc.; the 
Pacific Stock Exchange, Incorporated; the Phila- 
delphia Stock Exchange, Inc., as well as the Secu- 
rities Industry Association and three public repre- 
sentatives. 


4Securities Exchange Act Release No. 14737, 14 
SEC Docket 985 (May 10, 1978), 43 FR 20585 
(May 12, 1978). 


5See new Amex Rule 619. 
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for resolution of their controversies with broker- 
dealers who are members of the Amex. Further, 
the proposal anticipates that the Code will be 
adopted by other self-regulatory organizations 
thereby providing a uniform system of arbitration 
throughout the securities industry.® 


Notice of the proposed rule change together with 
the terms of substance of the proposed rule 
change was given by issuance of a Commission 
Release (Securities Exchange Act Release No. 
16442 (December 19, 1979), 18 SEC Docket 1386 
(January 2, 1980)), and by publication in the Fed- 
eral Register (44 FR 76896 (December 28, 1979)). 
No comments were received with respect to the 
proposed rule filing. 


The Commission finds that the proposed rule 
change is consistent with the requirements of the 
Act and the rules and regulations thereunder ap- 
plicable to securities exchanges and, in particular, 
the requirements of Section 6(b) (5) of the Act that 
the rules of an exchange be designed to promote 
just and equitable principles of trade.’ 


IT IS THEREFORE ORDERED, pursuant to Sec- 
tion 19(b)(2) of the Act, that the above-mentioned 
proposed rule change be, and it hereby is, ap- 
proved. 


For the Commission, by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 








&The Code has already been adopted by the New 
York Stock Exchange, -Inc. See Securities Ex- 
change Act Release No. 16390 (November 30, 
1979), 18 SEC Docket 1197 (December 18, 1979), 
44 FR 70616 (December 7, 1979). Several other 
self-regulatory organizations are now in the proc- 
ess of adopting it. 

7The Commission emphasizes, however, that not- 
withstanding the proposed rule change, arbitration 
clauses contained in customers’ agreements that 
purport to bind customers to arbitrate all future 
disputes raising claims under the federal securities 
laws cannot be enforced against those customers 
who choose to obtain a judical determination of 
such claims. See Securities Exchange Act Re- 
lease No. 15984 (July 2, 1979), 17 SEC Docket 
1167 (July 17, 1979), 44 FR 40462 (July 10, 
1979). 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 16503/January 16, 1980 


In the Matter of 

MIDWEST STOCK EXCHANGE, 
INCORPORATED 

120 South LaSalle Street 

Chicago, Illinois 60603 


(SR-MSE-79-17) 


ORDER APPROVING PROPOSED RULE 
CHANGE 


On November 1, 1979, the Midwest Stock Ex- 
change, Incorporated (“MSE”) filed with the Com- 
mission, pursuant to Section 19(b)(1) of the Secu- 
rities Exchange Act of 1934, 15 U.S.C. 78(s)(b)(1) 
(“Act”) and Rule 19b-4 thereunder, copies of a 
proposed rule change which adopts a set of rules 
that would conform its present rules on arbitration’ 
to the Uniform Code of Arbitration (‘“Code’’)? which 
was drafted by the Securities Industry Conference 
on Arbitration (“SICA”)? and which provides arbi- 





'1For the MSE’s current arbitration rules, see MSE 
Rules 23-24. 


2The Code was published on December 28, 1979, 
as the Second Report of the Securities Industry 
Conference on Arbitration to the Securities and 
Exchange Commission. 


3The SICA was organized on April 5, 1977, pur- 
suant to the Commission’s stated position that 
there was a need to implement a nationwide in- 
vestor dispute resolution system. See Securities 
Exchange Act Release No. 12528 (June 9, 1976), 
9 SEC Docket 833 (June 23, 1976), 41 FR 23803 
(June 11, 1976); Securities Exchange Act Release 
No. 13470 (April 26, 1977), 12 SEC Docket 186 
(May 10, 1977), 42 FR 23892 (May 11, 1977). 


The SICA members consist of: the American Stock 
Exchange, Inc.; the Boston Stock Exchange, In- 
corporated; the Chicago Board Options Exchange, 
Incorporated; the Cincinnati Stock Exchange; the 
Midwest Stock Exchange, Incorporated; the 
Municipal Securities Rulemaking Board; the Na- 
tional Association of Securities Dealers, Inc.; the 
New York Stock Exchange, Inc.; the Pacific Stock 
Exchange, Incorporated; the Philadelphia Stock 
Exchange, Inc., as well as the Securities Industry 
Association and three public representatives. 
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tration procedures for the settlement of disputes 
arising between customers and broker-dealers. 


The proposal revokes the present MSE arbitration 
rules and adopts the entire Code as new MSE 
Rule 24. The proposal also incorporates the 
simplified abritration procedures that were drafted 
by the SICA and adopted by the MSE on De- 
cember 8, 1978,* regarding small claims not ex- 
ceeding $2500.5 Additionally, new MSE Rule 23 
provides that the Code shall apply to resolve dis- 
putes between MSE members. 


A primary purpose of this proposal is to provide 
investors with a simple and inexpensive procedure 
for resolution of their controversies with broker- 
dealers who are members of the CSE. Further, the 
proposal anticipates that the Code will be adopted 
by other self-regulatory organizations thereby pro- 
viding a uniform system of arbitration throughout 
the securities industry.® 


Notice of the proposed rule change together with 
the terms of substance of the proposed rule 
change was given by issuance of a Commission 
Release (Securities Exchange Act Release No. 
16440 (December 19, 1979), 18 SEC Docket 
13864 (January 2, 1980)), and by publication in 
the Federal Register (44 FR 26899 (December 28, 
1979)). No comments were received with respect 
to the proposed rule filing. 


The Commission finds that the proposed rule 
change is consistent with the requirements of the 
Act and the rules and regulations thereunder ap- 
plicable to securities exchanges and in particular, 
the requirements of Section 6(b)(5) of the Act that 





“Securities Exchange Act Release No. 15390, 14 
SEC Docket 985 (December 26, 1978). 


SSee new MSE Rule 24, Section 2. 


&The Code has already been adopted by the New 
York Stock Exchange, Inc. See Securities Ex- 
change Act Release No. 16390 (November 30, 
1979), 18 SEC Docket 1197 (December 18, 1979), 
44 FR 70616 (December 7, 1979). Several other 
self-regulatory organizations are now in the proc- 
ess of adopting it. 
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the rules of an exchange be designed to promote 
just and equitable principles of trade.’ 


IT IS THEREFORE ORDERED, pursuant to Sec- 
tion 19(b)(2) of the Act, that the above-mentioned 
proposed rule change be, and it hereby is, ap- 
proved. 


For the Commission, by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 16504/January 16, 1980 


In the Matter of 


CINCINNATI STOCK EXCHANGE 
205 Dixie Terminal Building 
Cincinnati, Ohio 45202 


(SR-CSE-79-6) 


ORDER APPROVING PROPOSED RULE 
CHANGE 


On December 11, 1979, the Cincinnati Stock Ex- 
change (“CSE”) filed with the Commission, pur- 
suant to Section 19(b)(1) of the Securities Ex- 
change Act of 1934, 15 U.S.C. 78(s)(b)(1) (“Act”) 
and Rule 19b-4 thereunder, copies of a proposed 
rule change which provides criteria for delisting 
securities from the CSE where such delisting is 
desired by the issuer. 





7The Commission exmphasizes, however, that 
notwithstanding the proposed rule change, arbitra- 
tion clauses contained in customers’ agreements 
that purport to bind customers to arbitrate all future 
disputes raising claims under the federal securities 
laws cannot be enforced against those customers 
who choose to obtain a judicial determination of 
such claims. See Securities Exchange Act Re- 
lease No. 15984 (July 2, 1979), 17 SEC Docket 
1167 (July 17, 1979), 44 FR 40462 (July 10, 
1979). 
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Notice of the proposed rule change together with 
the terms of substance of the proposed rule 
change was given by issuance of a Commission 
Release (Securities Exchange Act Release No. 
16411, December 7, 1979), 18 SEC Docket 1318 
(December 26, 1979) and by publication in the 
Federal Register (44 FR 72684, December 14, 
1979). No comments were received with respect to 
the proposed rule filing. 


The Commisson finds that the proposed rule 
change is consistent with the requirements of the 
Act and the rules and regulations thereunder ap- 
plicable to securities exchanges and in particular, 
the requirements of Section 6 and the rules and 
regulations thereunder. In particular, the proposed 
rule change is consistent with the requirements of 
Section 6(b)(5) of the Act in that the proposed rule 
change is designed to prevent fradulent and ma- 
nipulative acts and practices, to promote just and 
equitable principles of trade, to facilitate transac- 
tions in securities, and, in general, to protect in- 
vestors and the public interest. 


IT IS THEREFORE ORDERED, pursuant to Sec- 
tion 19(b)(2) of the Act, that the above-mentioned 
proposed rule change be, and it hereby is, ap- 
proved. 


For the Commission, by the Division or Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 16505/January 16, 1980 


NOTICE OF FILING OF PROPOSED RULE 
CHANGE BY PHILADELPHIA STOCK EX- 
CHANGE, INC. 


File No. SR-PHLX-79-10 


The Phildelphia Stock Exchange, Inc. (‘‘Phix’’) 
submitted on November 14, 1979, a proposed rule 
change under Rule 19b-4 to set forth detailed 
listing and delisting standards for securities listed 
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or admitted to trading on the Phix.' The proposed 
standards would not be mandatory but would be 
considered by the Exchange in judging the qualifi- 
cations of each applicant. 


Publication of the submission is expect to be made 
in the Federal Register during the week of 
January 21, 1980. In order to assist the Commis- 
sion to determine whether to approve the pro- 
posed rule change or institute proceedings to de- 
termine whether the proposed rule change should 
be disapproved, interested persons are invited to 
submit written data, views and arguments con- 
cerning the submission within 21 days from the 
date of publication in the Federal Register. Per- 
sons desiring to make written comments should 
file six copies thereof with the Secretary of the 
Commission, Securities and Exchange Commis- 
sion, 500 North Capitol Street, Washington, D.C. 
20549. Reference should be made to File No. SR- 
-Phix-79-10. 


Copies of the submission, all subsequent amend- 
ments, all written statements with respect to the 
proposed rule change which are filed with the 
Commission, and of all written communications 
relating to the proposed rule change between the 
Commission and any person, other than those 
which may be withheld from the public in accord- 
ance with the provisions of 5 U.S.C. §552, will be 
available for inspection and copying at the Com- 
mission’s Public Reference Room, 1100 L Street, 
N.W., Washington, D.C. Copies of the filing and of 
any subsequent amendments will also be available 
at the principal office of the above-mentioned self- 
regulatory organization. 


For the Commission, by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 








'The proposed rule change would amend Phix 
Rules 801-804. 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 16506/January 16, 1980 


NOTICE OF FILING AND EFFECTIVENESS OF 
PROPOSED RULE CHANGE BY THE 
PHILADELPHIA STOCK EXCHANGE, INC. 


File No. SR-Phix-79-14 


The Philadelphia Stock Exchange, Inc. (‘PhIx’’) 
submitted, on December 21, 1979, a proposed rule 
change under Rule 19b-4 to amend its options 
trading floor decorum rules’ by prohibiting smok- 
ing on the options floor “at all times” and prohibit- 
ing the presence of alcoholic beverages on the 
options floor from “9:30 a.m. to 4:30 p.m.” 


The foregoing rule change has become effective, 
pursuant to Section 19(b)(3)(A) of the Securities 
Exchange Act of 1934 (the “Act’’). At any time 
within sixty days of the filing of such proposed rule 
change, the Commission may summarily abrogate 
such rule change if it appears to the Commission 
that such action is necessary or appropriate in the 
public interest, for the protection of investors, or 
otherwise in furtherance of the purposes of the 
Securities Exchange Act of 1934. 


Publication of the submission is expected to be 
made in the Federal Register during the week of 
January 21, 1980. Interested persons are invited 
to submit written data, views and arguments con- 
cernign the submission within 21 days from the 
date of publication in the Federal Register. Per- 
sons desiring to make written comments should 
file six copies thereof with the Secretary of the 
Commission, Securities and Exchange Commis- 
sion, 500 North Capitol Street, Washington, D.C. 
20549. Reference should be made to File No. SR- 
-Phix-79-14. 


Copies of the submission, all subsequent amend- 
ments, all written statements with respect to the 
proposed rule change which are filed with the 
Commission, and of all written communications 
relating to the proposed rule change between the 
Commission and any person, other than those 





'These rules are contained within the Phix’s Op- 
tions Floor Regulations and Schedule of Assess- 
ments for Breach of Regulations, pursuant to Phix 
Options Rule 1058, CCH Phlix Guide 93058, at 
page 3052. 
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which may be withheld from the public in accord- 
ance with the provisions of 5 U.S.C. §552, will be 
available for inspection and copying at the Com- 
mission’s Public Reference Room, 1100 L Street, 
N.W., Washington, D.C. 


For the Commission, by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 16507/January 16, 1980 


NOTICE OF FILING OF PROPOSED RULE 
CHANGE BY NEW YORK STOCK EXCHANGE, 
INC. 


File No. SR-NYSE-79-49 


The New York Stock Exchange, Inc. (“NYSE”) 
submitted on December 5, 1979, a proposed rule 
change under Rule 19b-4 to provide that the pro- 
ceeds of the transfer of a membership of an equity 
member of the NYSE, who is associated with a 
member organization, will no longer be subjected 
by rule of the NYSE to the claims of all creditors of 
such member organization, but will continue to be 
available for sums owed the NYSE and debts 
arising from floor contracts. 


Publication of the submission is expected to be 
made in the Federal Register during the week of 
January 21, 1980. In order to assist the Commis- 
sion to determine whether to approve the pro- 
posed rule change or institute proceedings to de- 
termine whether the proposed rule change should 
be disapproved, interested persons are invited to 
submit written data, views and arguments con- 
cerning the submission within 21 days from the 
date of publication in the Federal Register. Per- 
sons desiring to make written comments should 
file six copies thereof with the Secretary of the 
Commission, Securities and Exchange Commis- 
sion, 500 North Capitol Street, Washington, DC 
20549. Reference should be made to File No. SR- 
-NYSE-79-49. 
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Copies of the submission, all subsequent amend- 
ments, all written statements with respect to the 
proposed rule change which are filed with the 
Commission, and of all written communications 
relating to the proposed rule change between the 
Commission and any person, other than those 
which may be withheld from the public in accord- 
ance with the provisions of 5 U.S.C. §552, will be 
available for inspection and copying at the Com- 
mission’s Public Reference Room, 1100 L Street, 
N.W., Washington, D.C. Copies of the filing and of 
any subsequent amendments will also be available 
at the principal office of the above-mentioned self- 
regulatory organization. 


For the Commission, by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 16508/January 16, 1980 


NOTICE OF FILING OF PROPOSED RULE 
CHANGE BY THE NATIONAL ASSOCIATION OF 
SECURITIES DEALERS, INC. (File No. SR- 
NASD-79-14) 


National Association of Securities Dealers, Inc., 
submitted a proposed rule change on December 4, 
1979, pursuant to Rule 19b-4 under the Securities 
Exchange Act of 1934, which provides that an As- 
sociation member which is a participant in a reg- 
istered clearing agency with a continuous net set- 
tlement capability shall have no further liability for 
an over-the-counter transaction that the member 
has submitted to the clearing agency if the trans- 
action does not compare within fifteen business 
days after the trade date. 


Publication of the submission is expected to be 
made in the Federal Register during the week of 
January 21, 1980. Interested persons are invited 
to submit written data, views and arguments con- 
cerning the submission within twenty-one days 
from the date of publication in the Federal Regis- 
ter. Persons desiring to make written submissions 
should file six copies thereof with the Secretary of 
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the Commission, Securities and Exchange Com- 
mission, 500 North Capitol Street, Washington, 
D.C. 20549. Reference should be made to File No. 
SR-NASD-79-14. 


Copies of the submission, with accompanying 
exhibits, and of all written comments will be avail- 
able for public inspection at the Securities and Ex- 
change Commission’s Public Reference Room, 
1100 L Street, N.W., Washington, D.C. Copies of 
the filing will also be available at the principal of- 
fice of the above-mentioned self-regulatory or- 
ganization. 


For the Commission by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 16509/January 16, 1980 


A notice has been issued giving interested per- 
sons until January 30, 1980, to comment upon the 
following issuers’ applications for withdrawal of 
their common stock from listing and registration on 
the: American Stock Exchange, Inc., HI-SHEAR 
INDUSTRIES, INC. ($.10 Par Value), VULCAN, 
INC. ($1.50 Par Value) and NAPCO INDUSTRIES, 
INC. ($1 Par Value); Philadelphia Stock Ex- 
change, Inc., VULCAN INC. ($1.50 Par Value); 
and Boston Stock Exchange, Inc., DYNAMICS 
RESEARCH CORP. ($.10 Par Value). 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 16510/January 16, 1980 


The Commission gives notice that the national se- 
curities exchanges listed below have applied, pur- 
suant to Section 12(f)(1)(B) of the Securities Ex- 
change Act of 1934, for unlisted trading privileges 
in the following common stocks that are listed in 
one or more national securities exchanges: 
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Midwest Stock Exchange, Inc.: 


Valero Energy Corporation (formerly Coastal 
States Gas Producing Co.), $1 Par Value (File 
No. 7-5147); 


Gelco Corporation, $.50 Par Value (File No. 
7-5148); and 


Modern Merchandising, Inc., $.01 Par Value 
(File No. 7-5149). 


Boston Stock Exchange, Inc.: 


APL Corporation, $.10 Par Value (File No. 7- 
5135);AZL Resources, Inc., No Par Value (File 
No. 7-5136);Alaska Airlines, Inc., $1 Par Value 
(File No. 7-5137); Amrep Corporation, $.10 Par 
Value (File No. 7-5138);Bancal Tri-State Corpo- 
ration, $15 Par Value (File No. 7-5139); 


Bandag, Inc., $1 Par Value (File No. 7-5140); 
Bangor Punta Corporation, $1 Par Value (File 
No. 7-5141); Craig Corporation, $.25 Par Value 
(File No. 7-5142); DWG Corporation, $1 Par 
Value (File No. 7-5143); Deltona Corporation, 
$1 Par Value (File No. 7-5144); Mobil Corpora- 
tion, $7.50 Par Value (File No. 7-5145); and 
Moore McCormack Resources, Inc., $2.50 Par 
Value (File No. 7-5146). 


Pacific Stock Exchange, Inc.: 


Resorts International, Inc., Class A common 
stock, $1 Par Value (File No. 7-5150) and Class 
B common stock, $1 Par Value (File No. 7- 
5151). 


Comments and/or request for hearing are to be 
submitted on or before January 28, 1980. 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 16511/January 16, 1980 


An order has been issued granting the application 
of the Pacific Stock Exchange, Inc. to strike all call 
option contracts respecting the common stock of 
Sambos Restaurants, Inc. from listing and regis- 
tration thereon. 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 16512/January 17, 1980 


NOTICE OF FILING OF PROPOSED RULE 
CHANGE BY THE OPTIONS CLEARING COR- 
PORATION (File No. SR-OCC-80-1) 


Options Clearing Corporation, Inc., submitted a 
proposed rule change on January 3, 1980, pur- 
suant to Rule 19b-4 under the Securities Ex- 
change Act of 1934, deleting obsolete provisions 
from OCC rules that deal with the assignment and 
allocation of exercise notices and adding a provi- 
sion that would exempt from the assignment of 
exercise notices short positions for which closing 
transactions had been executed. 


Publication of the submission is expected to be 
made in the Federal Register during the week of 
January 21, 1980. Interested persons are invited 
to submit written data, views and arguments con- 
cerning the submission within twenty-one days 
from the date of publication in the Federal Regis- 
ter. Persons desiring to make written submissions 
should file six copies thereof with the Secretary of 
the Commission, Securities and Exchange Com- 
mission, 500 North Capitol Street, Washington, 
D.C. 20549. Reference should be made to File No. 
SR-OCC-80-1. 


Copies of the submission, with accompanying 
exhibits, and of all written comments will be avail- 
able for public inspection at the Securities and Ex- 
change Commission's Public Reference Room, 
1100 L Street, N.W., Washington, D.C. Copies of 
the filing will also be available at the principal of- 
fice of the above-mentioned self-regulatory or- 
ganization. 


For the Commission by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 16513/January 17, 1980 


NOTICE OF FILING OF PROPOSED RULE 
CHANGE BY THE BOSTON STOCK EXCHANGE, 
INC. 


File No. SR-BSE-79-3 


The Boston Stock Exchange, Inc. (“BSE”) sub- 
mitted on December 26, 1979, a proposed rule 
change under Securities Exchange Act (‘‘Act’’) 
Rule 19b-4 which would add a new Section 32 to 
Chapter II of the BSE Rules to conform those rules 
to the proprietary trading restrictions for exchange 
members under Section 11(a)(1) of the Act. In 
particular, new Section 32 would require orders 
subject to the provisions of Section 11(a)(1)(G) of 
the Act and Rule 11a1-1(T) thereunder, to bear an 
identifying notation on the order ticket that would 
enable the executing broker to disclose to other 
members in the trading crowd that the order must 
yield priority, parity and precedence to any order 
which is for the account of a person who is not a 
member, member organization or an associated 
person thereof. 


Publication of the submission is expected to be 
made in the Federal Register during the week of 
January 21, 1980. In order to assist the Commis- 
sion to determine whether to approve the pro- 
posed rule change or institute proceedings to de- 
termine whether the proposed rule change should 
be disapproved, interested persons are invited to 
submit written data, views and arguments con- 
cerning the submission within 21 days from the 
date of publication in the Federal Register. Per- 
sons desiring to make written comments should 
file six copies thereof with the Secretary of the 
Commission, Securities and Exchange Commis- 
sion, 500 North Capitol Street, Washington, D.C. 
20549. Reference should be made to File No. SR- 
-BSE-79-3. 


Copies of the submission, all subsequent amend- 
ments, all written statements with respect to the 
proposed rule change which are filed with the 
Commission, and of all written communications 
relating to the proposed rule change between the 
Commission and any person, other than those 
which may be withheld from the public in accord- 
ance with the provisions of 5 U.S.C. §552, will be 


@ available for inspection and copying at the Com- 
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mission’s Public Reference Room, 1100 L Street, 
N.W., Washington, D.C. Copies of the filing and of 
any subsequent amendments will also be available 
at the principal office of the above-mentioned seif- 
regulatory organization. 


For the Commission, by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 








PUBLIC UTILITY HOLDING COMPANY 
ACT OF 1935 





PUBLIC UTILITY HOLDING COMPANY ACT OF 
1935 
Release No. 21388/January 11, 1980 


In the Matter of 


CONSOLIDATED NATURAL GAS COMPANY 
Four Gateway Center 
Pittsburgh, Pennsylvania 15222 


CNG PRODUCING COMPANY 
1800 Bank of New Orleans Building 
1010 Common Street 

New Orleans, Lousiana 70112 


(70-6391) 


NOTICE OF PROPOSAL TO ACQUIRE OIL AND 
GAS LEASEHOLDS AND MINERAL RIGHTS 
FROM NON-AFFILIATE 


Notice is hereby given that Consolidated Natural 
Gas Company (‘‘Consolidated’’), a registered 
holding company, and CNG Producing Company 
(“CNG Producing”), a wholly owned gas explora- 
tion and development subsidiary of Consolidated, 
have filed an application-declaration and an 
amendment thereto with this Commission pursuant 
to the Public Utility Holding Company Act of 1935 
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(‘Act’), designating Sections 6, 7, 9(a), 10, 12(f) 
and 12(g) of the Act and Rules 43 and 50(a)(3) 
promulgated thereunder as applicable to the pro- 
posed transaction. All interested persons are re- 
ferred to the application-declaration, which is 
summarized below, for a complete statement of 
the proposed transaction. 


Consolidated is engaged solely in the business of 
owning and holding all of the outstanding securi- 
ties, with the exception of minor long-term debt, of 
eleven subsidiary companies including eight in the 
natural gas business, plus subsidiary service, coal 
and research companies. The said eight sub- 
sidiaries are engaged in natural gas exploration, 
production, purchasing, gathering, transmission, 
storage, distribution, by-product operations and 
importation of LNG. CNG Producing conducts 
exploration and development operations onshore 
and offshore, primarily in the southern United 
States but also in Canada. It sells natural gas, in 
the United States, to Consolidated Gas Supply 
Corporation, an affiliate, minor quantities at 
wholesale to non-affiliates in Louisiana, and to 
non-affiliates in the Province of Alberta, Canada. 
Hidalgo-Willacy Oil Company (“Hidalgo”), a non- 
affiliated Texas corporation, having its principal 
place of business in McAllen, Texas, engaged 
primarily in leasing mineral properties to and from 
others from which it obtains production revenue, 
collects royalties, bonus payments, and delay 
rentals. It has leasehold and mineral interests in 
some 4,000 separate tracts situated in Texas with 
a minimal interest in Oklahoma. (Collectively, the 
“Properties.”) The Properties constitute over 90% 
of the market value of all of Hidalgo’s net assets. 


Consolidated, CNG Producing and Hidalgo pro- 
pose to enter into an Agreement and Plan of 
Reorganization (“Agreement”), which will be exe- 
cuted by the respective parties and each of 
Hidalgo’s stockholders, consisting of individuals, 
corporations and trusts, thereby evidencing their 
unanimous approval of the transactions con- 
templated by the Agreement. Pursuant to the 
Agreement, Consolidated will deliver to CNG Pro- 
ducing such number of shares of.its authorized but 
unissued common stock as shall, in the aggregate, 
equal $7,000,000. CNG producing, in turn, will: (i) 
deliver such shares to Hidalgo for distribution to 
the shareholders of Hidalgo, in exchange for the 
Properties and (ii) deliver to Consolidated in con- 
sideration for the Consolidated stock 70,000 
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shares of its own common stock, $100 par value, 
at the par value thereof. 


The number of shares of Consolidated common 
stock to be delivered will be determined by the per 
share closing price of said stock on The New York 
Stock Exchange Consolidated Tape five (5) New 
York business days immediately preceding the 
closing date or at a mutually acceptable earlier 
date. Based on a price of $40 per share, Consoli- 
dated would be required to deliver 175,000 shares 
of its common stock. Fractional shares will be 
rounded to the nearest whole share. 


It is proposed that the cost of the Hidalgo Prop- 
erties to be acquired be recorded on CNG Pro- 
ducing’s books of account at the fair value of Con- 
solidated’s common stock issued to consumate 
the tax-free exchange, because fair value of the 
common stock is more clearly evident than fair 
value of the Properties. Some 4,000 tracts are in- 
volved in the transaction, and an appraisal of each 
of these would be not only time consuming but 
also cost-prohibitive. Economic justification for the 
proposed acquisition was based upon projected 
royalty revenues that will be forthcoming from the 
production of gas and liquid reserves estimated by 
Peppart-Souders & Associates, independent pe- 
troleum consultants. 


It is stated that CNG Producing’s entry into on- 
shore Texas through the proposed property ac- 
quisition would be a natural extension of its exist- 
ing Southern producing operations. Most of CNG 
Producing’s exploration and development activities 
have been heretofore concentrated off-shore 
Louisiana and Texas. Since December 1972, CNG 
Producing has participated in eleven offshore 
lease sales and has expended some $63 million 
on winning bids for about 48,000 net acres, in- 
cluding the November 1979 sale in which CNG 
Producing is an apparent winner of a tract cover- 
ing 3,000 net acres at a cost of $5 million. On- 
shore exploration has been pursued to a limited 
degree in a number of states in the Gulf of Mexico 
region. The Hidalgo Properties are situated princi- 
pally in three counties in Southern Texas. The ac- 
quisition of these Properties is viewed no differ- 
ently from successful bids on the federal off-shore 
acreage. There are, however, noticeable advan- 
tages to the Hidalgo Properties: there is current 
production on and in the area of the Properties, 
on-shore wells are less expensive to drill than off- 
shore and fewer difficulties are encountered in 
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drilling wells and gathering production. While the 
Hidalgo Properties are being purchased for an 
exploration and development program, revenues 
and cash flow will be forthcoming immediately in 
the form of royalties. The contribution of royalty in- 
come serves to minimize the financial risk of an 
exploration and development program. CNG Pro- 
ducing’s gas production from the Gulf area was 
50.4 billion cubic feet in 1978. The proposed ac- 
quisition of the Hidalgo Properties is a part of Con- 
solidated’s program to increase its supply capabil- 
ity. 


The fees, commissions and expenses to be in- 
curred by Consolidated and CNG Producing in 
connection with the proposed transaction are 
estimated at $152,600, including consultant's fee 
of $80,000 and a $20,000 charge of Consolidated 
Natural Gas Service Company, Inc. for services 
performed at cost. It is stated that no state or fed- 
eral regulatory authority, other than this Commis- 
sion, has jurisdiction over the proposed transac- 
tion. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than February 4, 1980, re- 
quest in writing that a hearing be held on such 
matter, stating the nature of his interest, the rea- 
sons for such request, and the issues of fact or law 
raised by the filing which he desires to controvert; 
or he may request that he be notified if the Com- 
mission should order a hearing thereon. Any such 
request should be addressed: Secretary, Securi- 
ties and Exchange Commission, Washington, D.C. 
20549. A copy of such request should be served 
personally or by mail upon the applicants-declar- 
ants at the above-stated addresses, and proof of 
service (by affidavit or, in case of an attorney at 
law, by certificate) should be filed with the request. 
At any time after said date, the application- 
declaration, as amended or as it may be further 
amended, may be granted and permitted to be- 
come effective as provided in Rule 23 of the Gen- 
eral Rules and Regulations promulgated under the 
Act, or the Commission may grant exemption from 
such rules as provided in Rules 20(a) and 100 
thereof or take such other action as it may deem 
appropriate. Persons who request a hearing or ad- 
vice as to whether a hearing is ordered will receive 
any notices or orders issued in this matter, includ- 
ing the date of the hearing (if ordered) and any 
postponements thereof. 
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For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 
1935 
Release No. 21389/January 11, 1980 


In the Matter of 


CENTRAL AND SOUTH WEST CORPORATION 
2700 One Main Place 
Dallas, Texas 75250 


CENTRAL POWER AND LIGHT COMPANY 
P.O. Box 21110 
Corpus Christi, Texas 78403 


SOUTHWESTERN ELECTRIC POWER 
COMPANY 

P.O. Box 21106 

Shreveport, Louisiana 71156 


PUBLIC SERVICE COMPANY OF OKLAHOMA 
P.O. Box 201 
Tulsa, Oklahoma 74102 


WEST TEXAS UTILITIES COMPANY 
P.O. Box 841 
Abilene, Texas 79604 


CENTRAL AND SOUTH WEST SERVICES, INC. 
2700 One Main Place 
Dallas, Texas 75250 


(70-6163) 


NOTICE OF PROPOSAL TO EXPAND LIST OF 
BANKS FROM WHICH SHORT-TERM BOR- 
ROWINGS MAY BE MADE AND TO SELL COM- 
MERCIAL PAPER DIRECTLY TO CERTAIN IN- 
STITUTIONS AS AN ALTERNATIVE TO THE 
SALE OF BANK NOTES OR DEALER - PLACED 
COMMERCIAL PAPER 


NOTICE IS HEREBY GIVEN that Central and 
South West Corporation (“CSW”), a registered 
holding company, and five of its wholly-owned 
subsidiaries, Central Power and Light Company, 
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Public Service Company of Oklahoma, South- 
western Electric Power Company, West Texas 
Utilities Company and Central and South West 
Services, Inc. (“subsidiaries”) have filed a post- 
effective amendment to an application-declaration 
previously filed with this Commission pursuant to 
the Public Utility Holding Company Act of 1935 
(“Act”), designating sections 6, 7, 9(a), 10, 12(b) 
and 12(f) of the Act and Rules 43, 45 and 50 
promulgated thereunder as applicable to the pro- 
posed transaction. All interested persons are re- 
ferred to said post-effective amendment to the 
application-declaration which is summarized 
below, for a complete statement of the proposed 
transaction. 


By orders dated June 30, 1978, October 27, 1978, 
March 29, 1979, May 9, 1979, June 13, 1979, July 
19, 1979, July 31, 1979 and October 24, 1979 in 
this matter (HCAR Nos. 20608, 20749, 20978, 
21041, 21097, 21150, 21166 and 21269) CSW 
and its subsidiaries were authorized to incur 
short-term borrowings through December 31, 1980 
in a maximum aggregate collective amount of 
$200,000,000. The short-term borrowings are pur- 
suant to a CSW System money pool under which 
CSW and its subsidiaries coordinate their short- 
term borrowings and make borrowings outside the 


Amount 


Bank of Presently Authorized Line 


money pool from banks and through the issuance 
of commercial. paper. The money pool consists of 
funds from the following sources: (i) surplus funds 
of CSW; (ii) surplus funds of any of the sub- 
sidiaries; (iii) borrowings by CSW or the sub- 
sidiaries from banks; and (iv) proceeds from 
CSW’s sales of commercial paper. 


CSW administers the money pool by matching up, 
to the extent possible, short-term cash surplus and 
loan requirements of itself and its subsidiaries. 
Subsidiary requests for short-term loans are met 
first from surplus funds of the other subsidiaries 
which are available to the money pool and then 
from CSW’s corporate funds, to the extent avail- 
able. When these sources of funds are insufficient 
to meet short-term loan requests, borrowings are 
made from outside the system. CSW is authorized 
to issue and sell its commercial paper to commer- 
cial paper dealers or borrow from banks to meet 
short-term borrowing needs which cannot be met 
by the money pool. 


It is now proposed to change the list of banks from 
which CSW and the subsidiaries may borrow by 
adding First City National Bank of Houston, 
Houston Texas, and to increase the aggregate 
amounts of lines of credit with certain presently 
authorized banks, as set forth below: 


Amount 


of Proposed Line Compensation Basis 


Bankers Trust Company 
First National Bank of Chicago 
First National Bank in Dallas 


Irving Trust Company 
Marine Midland Bank 
Republic National Bank 


Mercantile-Safe Deposit & Trust Co. 
Security Pacific National Bank 


Citibank 
Chemical Bank 
First City National Bank of Houston 


Bank of Delaware 
First City Bank of Dallas 
First National Bank of Denver 


SERVICE AREA BANKS 


Central Power and Light Company 
(23 Local Banks) 

Public Service Company of Oklahoma 
(2 Local Banks) 


Southwestern Electric Power Company 
(37 Local Banks) 


West Texas Utilities 
(6 Local Banks) 


TOTAL 
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$ 25,000,000 
15,000,000 
6,500,000 


5,000,000 
5,000,000 
5,000,000 


5,000,000 
5,000,000 


5,000,000 
5,000,000 


4,500,000 
2,000,000 
3,000,000 


$ 39,939,000 


10,000,000 
24,215,000 


_-11,875,000 
$179,029,000 


$ 25,000,000 
15,000,000 
6,500,000 


10,000,000 
10,000,000 
5,000,000 


5,000,000 
5,000,000 


5,000,000 
5,000,000 
5,000,000 
4,500,000 


4,000,000 
3,000,000 


$ 39,939,000 


$ 10,000,000 
26,458,000 


__11,875,000 
$198,272,000 


Balances (a) 
Balances (a) 
$4,000,000 Balances 
and $2,500,000 Fees 
Balances (a) 
Balances (a) 
$2,500,000 Balances 
and $2,500,000 Fees 
Fees (c) 

$2,500,000 Balances 
and $2,500,000 Fees 
Fees (b) 

Fees (b) 

$2,500,000 Balances 
and $2,500,000 Fees 
Balances (a) 
Balances (a) 
Balances (a) 


Balances (a) 


Balances (a) 
Balances (a) 


Balances (a) 
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(a) Balances maintained in support of lines of 
credit are generally nonsegregated working 
funds of the applicants and are not restricted as 
to withdrawal. These nonsegragated balances 
generally aggregate approximately 5% to 10% 
of the line of credit. Substantial usage under 
these lines of credit could result in increased 
compensating balance requirements. 


(b) Line or designated portion thereof is sup- 
ported by fee equal annually to 7% of principal 
amount times the prime rate. 


Bank 


*Texas Commerce Bank 

Mercantile National Bank at Dallas 
Republic National Bank 

First City National Bank of Houston 
First City Bank of Dallas 


*Agreements approved but not currently being 
used. 


CSW also seeks authorization to sell commercial 
paper directly to certain approved financial institu- 
tions. Sale of commercial paper directly to such in- 
stitutions would be undertaken only if the resulting 
cost of money was equal to or less than that avail- 
able from dealer-placed commercial paper or bank 
borrowings. Direct sales of commercial paper 
would be made only to institutions on a list fur- 
nished in advance to the Commission. Terms for 
directly-placed notes would be identical to those of 
dealer-placed notes. 


The fees, commissions and expenses to be in- 
curred in connnection with the transactions pro- 
posed in the post-effective amendment are 
estimated at $150. It is stated that no state or fed- 
eral regulatory authority, other than this Commis- 
sion, has jurisdiction over the proposed transac- 
tion. 


NOTICE iS FURTHER GIVEN that any interested 
person may, not later than February 4, 1980, re- 
quest in writing that a hearing be held on such 
matter, stating the nature of his interest, the rea- 
sons for such request, and the issues of fact or law 
raised by the filing which he desires to controvert; 
or he may request that he be notified if the Com- 
mission should order a hearing thereon. Any such 
request should be addressed: Secretary, Securi- 
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Amount of Agreement 


$10,000,000 
5,000,000 
5,000,000 
10,000,000 
5,000,000 


(c) Line or designated portion thereof is sup- 
ported by fee equal annually to 2 of 1% of prin- 
cipal amount. 


(d) Line or designated portion thereof is sup- 
ported by fee equal to % of 1% of principal 
amount. 


In addition to the above, CSW and its subsidiaries 
have made arrangements for borrowings from 
funds managed by the trust departments of the 
following banks: 


Compensation 


None 
None 
None 
None 
None 


ties and Exchange Commission, Washington, D.C. 
20549. A copy of such request should be served 
personally or by mail upon the applicants-declar- 
ants at the above-stated address, and proof of 
service (by affidavit or, in case of an attorney at 
law, at certificate) should be filed with the request. 
At any time after said date, the application decla- 
ration, as amended or as it may be further 
amended, may be granted and permitted to be- 
come effective as provided in Rule 23 of the Gen- 
eral Rules and Regulations promulgated under the 
Act, or the Commission may grant exemption from 
such rules as provided in Rules 20(a) and 100 
thereof or take such other action as it may deem 
appropriate. Persons who request a hearing or ad- 
vice as to whether a hearing is ordered will receive 
any notices or orders issued in this matter, includ- 
ing the date of the hearing (if ordered) and any 
postponements thereof. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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PUBLIC UTILITY HOLDING COMPANY ACT OF 
1935 
Release No. 21390/January 11, 1980 


In the Matter of 


ARKANSAS-MISSOURI POWER COMPANY 
Blytheville, Arkansas 


(70-6388) 


ORDER AUTHORIZING ISSUANCE AND SALE 
OF SHORT-TERM BANK NOTES 


Arkansas-Missouri Power Company (‘‘Arkansas- 
Missouri”), a wholly-owned subsidiary of Middle 
South Utilities, Inc., a registered holding company, 
has filed a declaration and an amendment thereto 
with this Commission pursuant to Sections 6(a) 
and 7 of the Public Utility Holding Company Act of 
1935 (‘‘Act’’) regarding the following proposed 
transactions. 


Arkansas-Missouri proposes to issue and sell to 
the First National Bank in Little Rock, Arkansas, 
for the account of participating banks, unsecured 
promissory notes in an amount not to exceed 
$5,000,000 at any one time outstanding. There are 
two participating banks: First National Bank in Lit- 
tle Rock, Arkansas ($1,500,000) and First National 
Bank in Dallas, Texas ($3,500,000). 


The notes will be issued from time to time during a 
one-year period commencing on the effective date 
of the Commission’s Order herein. The notes will 
be payable in not more than 270 days from the 
date of issuance and may be renewed from time to 
time but will mature not later than one year from 
the effective date. The notes will bear interest, 
payable quarterly and at maturity, on the unpaid 
principal amount thereof at a rate per annum equal 
to the commercial loan rate of Chemical Bank, 
New York, New York, from time to time in effect on 
borrowings having a 90-day maturity by responsi- 
ble and substantial corporate borrowers. Arkan- 
sas-Missouri will not be required to maintain any 
compensating balances with, or pay any commit- 
ment fee to, any of the participating banks in con- 
nection with the proposed transactions. The notes 
will, at the option of the company, be prepayable in 
whole or in part at any time without premium or 
penalty. 
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The proposed borrowings will be in addition to 
other bank borrowings by the company from (1) 
First National Bank in Little Rock, Arkansas, which 
total $4,000,000 as of the date of this declaration, 
and may not exceed $5,500,000 at any one time 
outstanding, and (2) Worthen Bank & Trust Com- 
pany, Little Rock, Arkansas, which total 
$5,000,000 as of the date of this declaration, and 
may not exceed $5,500,000 at any one time out- 
standing. 


It is stated that the net proceeds to be received by 
Arkansas-Missouri from the issuance and sale of 
the proposed notes will be applied to its construc- 
tion progran and to other lawful corporate pur- 
poses. The company currently intends to repay the 
$5,000,000 of borrowings proposed herein and the 
other bank borrowings referred to from the pro- 
ceeds of permanent financing or with funds that 
might otherwise become available. 


No state commission and no federal commission, 
other than this Commission, has jurisdiction over 
the proposed transactions. 


Due notice of the filing of the declaration has been 
given in the manner prescribed in Rule 23 promul- 
gated under the Act (HCAR No. 21315), and no 
hearing has been requested of or ordered by the 
Commission. Upon the basis of the facts in the 
record, it is hereby found that the applicable 
standards of the Act and the rules thereunder are 
satisfied and that no adverse findings are neces- 
sary; and that it is appropriate in the public interest 
and in the interest of investors and consumers that 
said declaration, as amended, be permitted to be- 
come effective: 


IT IS ORDERED, pursuant to the applicable provi- 
sions of the Act and rules thereunder, that said 
declaration, as amended, be, and it hereby is, 
permitted to become effective forthwith, subject to 
the terms and conditions prescribed in Rule 24 
promulgated under the Act. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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PUBLIC UTILITY HOLDING COMPANY ACT OF 
1935 
Release No. 21391/January 11, 1980 


In the Matter of 


APPLACHIAN POWER COMPANY 
40 Franklin Road 
Roanoke, Virginia 24009 


(70-6399) 


NOTICE OF PROPOSED ISSUE AND SALE OF 
FIRST MORTGAGE BONDS 


NOTICE IS HEREBY GIVEN that Appalachian 
Power Company (“Appalachian”), an electric utility 
subsidiary company of American Electric Power 
Company, Inc., (‘““AEP’’), a registered holding 
company, has filed with this Commission a decla- 
ration pursuant to the Public Utility Holding Com- 
pany Act of 1935 (‘Act’), designating Sections 6, 
7 and 12 of the Act and Rules 42 and 50 promul- 
gated thereunder as applicable to the proposed 
transactions. All interested persons are referred to 
the declaration, which is summarized below, for a 
complete statement of the proposed transactions. 


Appalachian proposes to issue and sell two new 
series of its first mortgage bonds, one such series 
in a private placement with Metropolitan Life In- 
surance Company (‘‘Metropolitan’) in an aggre- 
gate principal amount of $23,800,000 (the ‘First 
Series’), and the second such series to be sold to 
underwriters at competitive bidding in an aggre- 
gate principal amount of up to $40,000,000 (the 
“Second Series’). The sale of one series will not 
be dependent upon the sale of the other. 


The First Series will bear interest at the rate of 
12%%per annum and will mature and become 
payable on February 1, 1990. The price to be paid 
by Metropolitan will be 100%of the principal 
amount of the First Series. The terms of the First 
Series will preclude Appalachian from redeeming 
any bonds of such series at a regular redemption 
price before the expiration of five years from the 
first day of the month in which bonds of the First 
Series are first authenticated and delivered, if such 
redemption is for the purpose of refunding any 
such bond through the use, directly or indirectly, of 
borrowed funds at an effective interest cost less 
than the effective cost to Appalachian of the First 
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Series. The terms of the bonds also will include a 
cumulative sinking fund pursuant to which Ap- 
palachian will be required to retire annually, com- 
mencing on February 1, 1985, $1,190,000 princi- 
pal amount of the bonds of such series. It is stated 
that no finder’s or other fee, commission or re- 
muneration will be paid to any third person in con- 
nectin with the sale. Appalachian further claims 
that the terms of the First Series compare favora- 
bly with the terms of similarly rated bonds of other 
electric utility companies which have been sold re- 
cently 


Appalachian proposes to issue and sell the Sec- 
ond Series to underwriters at competitive bidding. 
The interest rate (which will be expressed in a 
multiple of Ye of1%) and the price to be paid to 
Appalachian for the bonds (which will not be less 
than 100% of principal amount, unless Appalach- 
ian shall authorize a lower percentage not less 
than 99%, nor more than 102-%4% of principal 
amount) will be determined by competitive bidding. 
The terms of the bonds of the Second Series will 
also preclude Appalachian from redeeming any 
bonds of such series as a regular redemption price 
for five years after the first day of the month in 
which bonds of such series are first authenticated 
and delivered, if such redemption is for the pur- 
pose of refunding any bonds of such series 
through the use, directly or indirectly, of borrowed 
funds at an effective interest cost of less than the 
effective interest cost to Appalachian of such 
series of bonds. It is expected that the successful 
bidders for the bonds of the Second Series will 
make a public offering of the same. 


Appalachian proposes to issue and sell up to 
$40,000,000 principal amount of bonds of the 
Second Series. The actual principal amount to be 
issued and sold will depend upon the net earnings 
of Appalachian (computed as provided in the 
Mortgage) for the twelve months ended December 
31, 1979 (or the twelve months ended January 31, 
1980, if practicable) and the level of interest rates 
on comparably rated debt securities prevailing 
shortly before the submission of bids for the bonds 
of the Second Series. It is stated that it is difficult 
to determine, under present bond market condi- 
tions, whether it would be more advantageous to 
Appalachian to sell the Second Series with a 30- 
year or some shorter maturity. It is proposed, 
therefore, that Appalachian decide at a later time, 
prior to the submission of bids for the bonds of the 
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Second Series, or the maturity of the bonds of 
such series. 


Each new series of bonds will be issued under and 
secured by Appalachian’s Mortgage and Deed of 
Trust, dated as of December 1, 1940, as it has 
been and is proposed to be amended and supple- 
mented. 


The proceeds from the sale of the bonds of the 
First Series, together with other funds available to 
Appalachian, will be used to pay at maturity 
$23,874,000 principal amount of First Mortgage 
Bonds, 2-%% Series due 1980, which will become 
payable on March 1, 1980. The proceeds from the 
sale of the bonds of the Second Series will be 
used to repay unsecured short-term debt of Ap- 
palachian. As of December 19, 1979, Appalachian 
had approximately $164,625,000 aggregate prin- 
cipal amount of such unsecured short-term debt 
outstanding, and it is anticipated that, at the time 
of the issuance and delivery of the bonds of the 
Second Series, approximately $160,000,000 
aggregate principal amount of such short-term 
debt will be outstanding. 


The fees and expenses to be incurred in connec- 
tion with the proposed transactions will be sup- 
plied by amendment. The fees and expenses of 
counsel for the successful bidder or bidders for the 
bonds of the Second Series, to be paid by such 
bidder or bidders, (except as otherwise provided in 
the purchase contract), will also be supplied by 
amendment. It is stated that the proposed transac- 
tions are subject to authorization by the State Cor- 
poration Commission of Virginia, and by the Ten- 
nessee Public Service Commission, and that no 
other state commission and no federal commis- 
sion, other than this Commission, has jurisdiction 
over the proposed transactions. 


NOTICE IS FURTHER GIVEN that any interested 
person may not later than Febraury 6, 1980, re- 
quest in writing that a hearing be held on such 
matter, stating the nature of this interest, the rea- 
sons for such request, and the issues of fact or law 
raised by said declaration which he desires to 
controvert; or he may request that he be notified if 
the Commission should order a hearing thereon. 
Any such request should be addressed: Secretary, 
Securities and Exchange Commission, Washing- 
ton, D.C. 20549. A copy of such request should be 
served personally or by mail upon the declarant at 
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the above-stated address, and proof of service (by 
affidavit or, in case of an attorney at law, by certifi- 
cate) should be filed with the request. At any time 
after said date the declaration, as filed or as it may 
be amended, may be permitted to become effec- 
tive as provided in Rule 23 of the General Rules 
and Regulations promulgated under the Act, or the 
Commission may grant exemption from such rules 
as provided in Rules 20(a) and 100 tnereof or take 
such other action as it may deem appropriate. 
Persons who request a hearing or advice as to 
whether a hearing is ordered will receive any 
notices and orders issued in this matter, including 
the date of the hearing (if ordered) and any post- 
ponements thereof. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 
1935 
Release No. 21392/January 14, 1980 


In the Matter of 


LOWELL GAS COMPANY 
95 East Merrimack Street 
Lowell, Massachusetts 01853 


CAPE COD GAS COMPANY 
P.O. Box 1360 
Hyannis, Massachusetts 02601 


(70-6170) 


NOTICE OF POST-EFFECTIVE AMENDMENT 
RELATING TO SHORT-TERM FINANCING 


NOTICE IS HEREBY GIVEN that Lowell Gas 
Company (‘Lowell’) and Cape Cod Gas Comapny 
(“Cape Cod”), public utility subsidiaries of Colonial 
Gas Energy System (‘Colonial’), a registered 
holding company, have filed with this Commission 
a post-effective amendment to the joint declaration 
in this proceeding pursuant to Sections 6 and 7 of 
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the Public Utility Holding Company Act of 1935 
(“Act”) regarding the following proposed transac- 
tion. All interested persons are referred to the 
amended declaration for a complete statement of 
the proposed transaction. 


By order dated December 26, 1979 (HCAR No. 
21359), this Commission authorized Lowell to in- 
crease the maximum loan amount under its credit 
agreements from $11,800,000 to $12,500,000 
through March 31, 1980. Such increase was oc- 
casioned by the additional working capital re- 
quirements of Lowell and Cape Cod due to in- 
creased cost of natural gas supplied by pipeline. 
By post-effective amendment Lowell hereby re- 
quests that the increased maximum loan amount 
heretofore requested by it be extended through 
June 30, 1980. 


The fees, commissions and expenses to be in- 
curred in connection with the proposed transaction 
are estimated to total $2,000, comprised of legal 
fees. It is stated that no state commission, and no 
federal commission, other than this Commission 
has jurisdiction over the proposed transaction. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than February 11, 1980, re- 
quest in writing that a hearing be held on such 
matter, stating the nature of his interest, the rea- 
sons for such request, and the issues of fact or law 
raised by said post-effective amendment to the 
application-declaration which he desires to con- 
trovert, or he may request that he be notified if the 
Commission should order a hearing thereon. Any 
such request should be addressed. Secretary, Se- 
curities and Exchange Commission, Washington, 
D.C. 20549. A copy of such request should be 
served personally or by mail upon the applicant- 
declarant at the above-stated address, and proof 
of service (by affidavit or, in cass of an attorney at 
law, by certificate) should be filed with the request. 
At any time after said date, the application- 
declaration, as now amended or as it may be fur- 
ther amended, may be granted and permitted to 
become effective as provided in Rule 23 of the 
General Rules and Regulations promulgated 
under the Act, or the Commission may grant 
exemption from such rules as provided in Rules 
20(a) and 100 thereof or take such other action as 
it may deem appropriate. Persons who request a 
hearing or advice at to whether a hearing is or- 
dered will receive any notices or orders issued in 
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this matter, including the date of the hearing (if or- 
dered) and any postponements thereof. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 
1935 
Release No. 21393/January 15, 1980 


SEE 


SECURITIES ACT OF 1933 
Release No. 6178/January 15, 1980 


PUBLIC UTILITY HOLDING COMPANY ACT OF 
1935 
Release No. 21394/January 15, 1980 


SEE 


SECURITIES ACT OF 1933 
Release No. 6179/January 15, 1980 


PUBLIC UTILITY HOLDING COMPANY ACT OF 
1935 
Release No. 23195/January 15, 1980 


In the Matter of 


ARKANSAS POWER & LIGHT COMPANY 
Little Rock, Arkansas 


(70-6386) 
ORDER AUTHORIZING ISSUANCE AND SALE 


OF PREFERRED STOCK AT COMPETITIVE 
BIDDING 


Arkansas Power & Light Company (‘Arkansas’), 
an electric utility subsidiary company of Middle 
South Utilities, Inc., a registered holding company, 
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has filed an application and amendments thereto 
with this Commission pursuant to Section 50 pro- 
mulgated thereunder regarding the following pro- 
posed transaction. 


Arkansas proposes to issue and sell up to 
2,000,00 shares of a new series of its Preferred 
Stock, cumulative, $25 par value, subject to the 
competitive bidding requirements of Rule 50 under 
the Act. The new preferred stock will be created by 
appropriate corporate action and, except as to 
designation, dividend rate, the date from which 
dividends commence to accumulate, redemption 
premiums, the terms and conditions of redemption, 
a sinking fund, and matters pertaining to par value 
and certain voting rights, will have the same 
characteristics as, and rank paripassu with, the 
presently outstanding preferred stock of Arkansas. 


The dividend rate of the new preferred stock 
(which will be a multiple of 4/25th of 1%) and the 
price to be paid to Arkansas (which will be not less 
than $25 nor more than $25.70 per share, plus ac- 
cumulated dividends, if any) will be determined by 
competitive bidding. The terms of the new pre- 
ferred stock will include a prohibition, until January 
1, 1985, against refunding such stock, directly or 
indirectly, with the proceeds of funds derived from 
the issuance of debt securities at a lower effective 
interest cost or from the issuance of other stock, 
which ranks prior to or on a parity with the new 
preferred stock as to dividends or assets, at a 
lower effective dividend cost. 


The terms of the new preferred stock will include 
provisions for a sinking fund designed to redeem 
at $25 per share, plus accumulated dividends, 
100,000 shares on each January 1 commencing in 
the year 1985, with Arkansas having a non- 
cumulative option to redeem an additional 100,000 
shares on each January 1 during the sinking fund 
redemption period. 


Arkansas intends to use the net proceeds derived 
from the issuance and sale of the new preferred 
stock for the payment of short-term indebtedness 
incurred or estimated to be incurred to finance Ar- 
kansas’ construction program, estimted to cost 
approximately $285,990,000 during 1980. 


The Arkansas Public Service Commission and the 
Tennessee Public Service Commission have au- 
thorized the issuance and sale of the new pre- 
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ferred stock by Arkansas. No other state commis- 
sion and no federal commision, other than this 
Commission, has jurisdiction over the proposed 
transaction. 


Due notice of the filing of said application has 
been given in the manner prescribed in Rule 23 
promulgated under the Act (HCAR No. 21333), 
and no hearing has been requested of or ordered 
by the Commission. Upon the basis of the facts in 
the record, it is hereby found that the applicable 
standards of the Act and the rules thereunder are 
satisfied and that no adverse findings are neces- 
sary; and that it is appropriate in the public interest 
and in the interest of investors and consumers that 
said application, as amended, be granted: 


IT IS ORDERED, pursuant to the applicable provi- 
sions of the Act and rules thereunder, that said 
application, as amended, be, and it hereby is, 
granted, effective forthwith, subject to the terms 
and conditions prescribed in Rules 24 and 50 
promulgated under the Act. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 
1935 
Release No. 21396/January 16, 1980 


In the Matter of 


CENTRAL AND SOUTH WEST CORPORATION 
Dallas, Texas 


(70-5948) 
SUPPLEMENTAL ORDER AUTHORIZING 


HOLDING COMPANY TO AMEND ITS DIVIDEND 
REINVESTMENT AND STOCK PURCHASE PLAN 


Central and South West Corporation (“CSW”), a 
registered holding company, has filed with this 
Commission a post-effective amendment to its 
application-declaration previously filed and 
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amended in this matter pursuant to Sections 6(a) 
and 7 of the Public Utility Holding Company Act of 
1935 (“Act”) and Rule 50 promulgated thereunder 
concerning the following proposed transaction. 


By orders dated January 12, 1977, April 24, 1978, 
and April 20, 1979 (HCAR Nos. 19850, 20514 and 
21012), CSW was authorized to issue and sell 
through December 31, 1981 up to 1,000,000 
shares of its authorized but unissued common 
stock pursuant to its dividend reinvestment and 
stock purchase plan (‘Plan’). CSW now proposes 
to amend the Plan in the following respects: (a) 
allowing stockholders to participate in the Plan by 
reinvesting dividends on less than all shares of 
common stock owned, (b) allowing stockholders to 
make optional cash payments whether or not cash 
dividends are reinvested and (c) allowing optional 
cash payments to be invested on a monthly rather 
than a quarterly basis and to be used to purchase 
shares of common stock on the last business day 
of a month, except for the months of February, 
May, August and November when the purchase 
date will be on the cash dividend payment date. 
Proceeds derived by CSW will be applied through 
loans or equity contributions towards the continu- 
ing construction programs of CSW’s subsidiary 
committees. Such loans or equity contributions will 
be the subject of additional filings with this Com- 
mission. 


The Plan provides that holders of CSW’s common 
stock may automatically reinvest cash dividends 
on their stock in additional shares and, at their op- 
tion, may make cash payments of not less than 
$10 nor more than $3,000 per quarter for the same 
purpose. The additional shares will be purchased 
from CSW each quarter by the First National Bank 
of Chicago (the “Plan administrator’), which will 
administer the Plan and act as agent for the par- 
ticipants in the Plan. The price per share of the 
additional shares will be equal to the average of 
the high and low prices of CSW’s common stock 
reported as New York Stock Exchange Composite 
Transactions on the cash dividend payment date 
or on the next preceeding trading day if the divi- 
dend payment date is not a trading day or no 
trades in CSW’s common stock occurred on the 
dividend payment date. Any holder of CSW’s 
common stock may join the Plan at any time. Par- 
ticipation in the Plan will be effective as of the first 
dividend payment date following receipt by the 
Plan administrator of an authorization from the 
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stockholder, subject to the requirement that such 
authorization must be received by the Plan ad- 
ministrator on or before the 15th day of the month 
in which a cash dividend is paid. Participants will 
be permitted to withdraw from the Plan at any 
time, but if the Plan administrator receives the re- 
quest to withdraw on or after the cash dividend 
payment date, the amount of the cash dividend 
and any optional cash payments scheduled to be 
invested on such date will be so invested, but all 
subsequent dividends will be paid to the share- 
holder unless he re-enrolls in the Plan. Upon with- 
drawing from the Plan, a participant may have the 
whole shares credited to his account under the 
Plan delivered to him, along with cash payments 
for fractional shares, or he may elect to have all 
his shares sold by the Plan administrator. 


CSW has been granted an exemption from the 
competitive bidding requirements of Rule 50 for 
the issuance and sale of common stock pursuant 
to the Plan. 


The fees and expenses to be incurred in connec- 
tion with the proposed transaction are estimated at 
$34,000, consisting of printing and distribution ex- 
penses of $30,000, legal fees of $3,500 and mis- 
cellaneous expenses of $500. No state commis- 
sion and no federal commission, other than this 
Commission, has jurisdiction over the proposed 
transaction. 


Upon the basis of the facts in the record, it is 
hereby found that the applicable standards of the 
Act and the rules thereunder are satisfied and that 
no adverse findings are necessary; and that it is 
appropriate in the public interest and in the interest 
of investors and consumers that said application- 
declaration, as amended by said post-effective 
amendment, be granted and permitted to become 
effective: 


IT IS ORDERED, pursuant to the applicable provi- 
sions of the Act and rules thereunder, that said 
applicaton-declaration, as amended by said post- 
effective amendment, be, and it hereby is, granted 
and permitted to become effective forthwith, sub- 
ject to the terms and conditions prescribed in Rule 
24 promulgated under the Act. 
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For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 
1935 
Release No. 21397/January 17, 1980 


In the Matter of 


ARKANSAS-MISSOURI POWER COMPANY 
405 West Park Street 
Blytheville, Arkansas 72315 


(70-5838) 


NOTICE OF POST-EFFECTIVE AMENDMENT 
REGARDING ISSUANCE AND SALE OF 
SHORT-TERM BANK NOTES 


NOTICE IS HEREBY GIVEN that Arkansas- 
Missouri Power Company (‘Arkansas-Missouri’), 
a wholly-owned subsidiary of Middle South 
Utilities, Inc., a registered holding company, has 
filed with this Commission a further post-effective 
amendment to the declaration in this proceeding 
pursuant to Sections 6(a) and 7 of the Public Utility 
Holding Company Act of 1935 (“Act”) regarding 
the following proposed transactions. All interested 
persons are referred to the amended declaration, 
which is summarized below, for a complete state- 
ment of the proposed transactions. 


By orders in this proceeding dated May 4, 1976, 
April 19, 1977, April 12, 1978, and February 23, 
1979 (HCAR Nos. 19511, 19993, 20501, and 
20929), Arkansas-Missouri was authorized to 
issue and sell, from time to time until February 23, 
1980, up to $5,500,000 of unsecured, short-term 
promissory notes to Worthen Bank & Trust Com- 
pany, Little Rock, Arkansas, for the account of a 
group of participating banks. As of January 7, 
1980, $5,000,000 of such notes were outstanding. 


It is now proposed that Arkansas-Missouri issue 
and sell to Worthen Bank & Trust Company, for 
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the account of a group of participating banks, from 
time to time during the period commencing on the 
effective date of the supplemental order herein 
and continuing for one year thereafter, up to 
$5,500,000 of unsecured, short-term promissory 
notes. The notes will be payable in not more than 
270 days from the date of issuance and may be 
renewed from time to time, but will mature not later 
than one year from said effective date. As the 
notes mature, they will be renewed or repaid out of 
funds then available to the company. The notes 
will, at the option of the company, be prepayable in 
whole or in part, at any time without premium or 
penalty. The names of the participating banks and 
the estimated maximum amounts of their respec- 
tive participations in the new borrowings to be 
made by Arkansas-Missouri are to be supplied by 
amendment. 


It is stated that the notes will bear interest, payable 
quarterly and at maturity, on the unpaid principal 
amount thereof at the prime commercial loan rate 
of Chemical Bank, New York, New York, in effect 
from time to time on borrowings having a 90-day 
maturity by responsible and substantial corporate 
borrowers; provided, however, that such rate will 
not exceed the maximum rate of interest charge- 
able to corporate borrowers under applicable laws. 
On the basis of Chemical Bank’s prime commer- 
cial loan rate of 15-%% per annum in effect on 
January 7, 1980, Arkansas-Missouri’s cost of 
money in respect to the proposed borrowings 
would be a 15-%4% per annum. Arkansas-Missouri 
will not be required to maintain any compensating 
balances with, or pay any commitment fee to, any 
of the participating banks in connection with the 
proposed borrowings. 


Arkansas-Missouri will apply the net proceeds re- 
ceived from the new borrowings to the payment at 
or prior to maturity of the then outstanding bank 
borrowings referred to above (estimated at that 
time to aggregate $5,000,000), to the company’s 
construction program, and to other corporate pur- 
pose. It is stated that the proposed new borrow- 
ings will be in addition to other bank borrowings by 
the company from the First National Bank in Little 
Rock, Arkansas, which will total not in excess of 
$10,500,000 outstanding at any one time (File 
Nos. 70-6255 and 70-6388). Arkansas/Missouri 
presently intends to repay the proposed-notes with 
the proceeds of permanent financing or with other 
available funds. 
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It is represented that no special or separable ex- 
penses are anticipated in connection with the pro- 
posed notes and that no state commission and no 
federal commission, other than this Commission, 
has jurisdiction over the proposed transactions. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than February 15, 1980, re- 
quest in writing that a hearing be held on such 
matter, stating the nature of his interest, the rea- 
sons for such request, and the issues of fact or law 
raised by the post-effective amendment which he 
desires to controvert; or he may request that he be 
notified if the Commission should order a hearing 
thereon. Any such request should be addressed: 
Secretary, Securities and Exchange Commission, 
Washington, D.C. 20549. A copy of such request 
should be served personally or by mail upon the 
declarant at the above-stated address, and proof 
of service (by affidavit or, in case of an attorney at 
law, by certificate) should be filed with the request. 
At any time after said date, the declaration, as 
amended or as it may be further amended, may be 
permitted to become effective as provided in Rule 
23 of the General Rules and Regulations promul- 
gated under the Act, or the Commission may grant 
exemption from such rules as provided in Rules 
20(a) and 100 thereof or take such other action as 
it may deem appropriate. Persons who request a 
hearing or advice as to whether a hearing is or- 
dered will receive any notices or orders issued in 
this matter, including the date of the hearing (if or- 
dered) and any postponements thereof. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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PUBLIC UTILITY HOLDING COMPANY ACT OF 
1935 


Release No. 21398/January 17, 1980 
In the Matter of 


ARKANSAS-MISSOURI POWER COMPANY 
405 West Park Street 
Blytheville, Arkansas 72315 


(70-6255) 


NOTICE OF POST-EFFECTIVE AMENDMENT 
REGARDING ISSUANCE AND SALE OF 
SHORT-TERM BANK NOTES 


NOTICE IS HEREBY GIVEN that Arkansas- 
Missouri Power Company (‘‘Arkansas-Missouri”), 
a wholly-owned subsidiary of Middle South Utili- 
ties, Inc., a registered holding company, has filed 
with this Commission a post-effective amendment 
to the declaration in this proceeding pursuant to 
Sections 6(a) and 7 of the Public Utility Holding 
Company Act of 1935 (“Act”) regarding the fol- 
lowing proposed transactions. All interested per- 
sons are referred to the amended declaration, 
which is summarized below, for a complete state- 
ment of the proposed transactions. 


By order in this proceeding dated February 23, 
1979 (HCAR No. 20930), Arkansas-Missouri was 
authorized to issue and sell from time to time until 
February 23, 1980, up to $5,500,000 of unse- 
cured, short-term promissory notes to the First 
National Bank in Little Rock, Arkansas, for the ac- 
count of a group of participating banks. As of 
January 7, 1980, $4,000,000 of such notes were 
outstanding. 


It is now proposed that Arkansas-Missouri issue 
and sell to the First National Bank in Little Rock, 
for the account of a group of participating banks, 
from time to time during the period commencing on 
the effective date of the supplemental order herein 
and continuing for one year thereafter, up to 
$5,500,000 of unsecured, short-term promissory 
notes. The notes will be payable in not more than 
270 days from the date of issuance and may be 
renewed from time to time, but will mature not later 
than one year from said effective date. As the 
notes mature, they will be renewed or repaid out of 
funds then available to the company. The notes 
will, at the option of the company, be prepayable in 
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whole or in part, at any time without premium or 
penalty. The names of the participating banks and 
the estimated maximum amounts of their respec- 
tive participations in the new borrowings to be 
made by Arkansas-Missouri are to be supplied by 
amendment. 


It is stated that the notes will bear interest, payable 
quarterly and at maturity, on the unpaid principal 
amount thereof at the prime commercial loan rate 
of Chemical Bank, New York, New York, in effect 
from time to time on borrowings having a 90-day 
maturity by responsible and substantial corporate 
borrowers; provided, however, that such rate will 
not exceed the maximum rate of interest charge- 
able to corporate borrowers under applicable laws. 
On the basis of Chemical Bank’s prime commer- 
cial loan rate of 15-%% per annum in effect on 
January 7, 1980, Arkansas-Missouri’s cost of 
money in respect to the proposed borrowings 
would be 15-%4% per annum. Arkansas-Missouri 
will not be required to maintain any compensating 
balances with, or pay any commitment fee to, any 
of the participating banks in connection with the 
proposed borrowings. 


Arkansas-Missouri will apply the net proceeds re- 
ceived from the new borrowings to the payment at 
or prior to maturity of the then outstanding bank 
borrowings referred to above (estimated at that 
time to aggregate $4,000,000), to the company’s 
construction program, and to other corporate pur- 
pose. It is stated that the proposed new borrow- 
ings will be in addition to other bank borrowings by 
the company from the First National Bank in Little 
Rock, Arkansas, which will total not in excess of 
$5,000,000 outstanding at any one time (File No. 
70-6388) and from Worthen Bank and Trust Com- 
pany, Little Rock, Arkansas, which will total not in 
excess of $5,500,000 outstanding at any one time 
(File No. 70-5838). Arkansas-Missouri presently 
intends to repay the proposed notes with the pro- 
ceeds of permanent financing or with other avail- 
able funds. 


It is represented that no special or separable ex- 
penses are anticipated in connection with the pro- 
posed notes and that no state commission and no 
federal commission, other than this Commission, 
has jurisdiction over the proposed transactions. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than February 15, 1980, re- 
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quest in writing that a hearing be held on such 
matter, stating the nature of his interest, the rea- 
sons for such request, and the issues of fact or law 
raised by the post-effective amendment which he 
desires to controvert; or he may request that he be 
notified if the Commission should order a hearing 
thereon. Any such request should be addressed: 
Secretary, Securities and Exchange Commission, 
Washington, D.C. 20549. A copy of such request 
should be served personally or by mail upon the 
declarant at the above-stated address, and proof 
of service (by affidavit or, in case of an attorney at 
law, by certificate) should be filed with the request. 
At any time after said date, the declaration, as 
amended or as it may be further amended, may be 
permitted to become effective as provided in Rule 
23 of the General Rules and Regulations promul- 
gated under the Act, or the Commission may grant 
exemption from such rules as provided in Rules 
20(a) and 100 thereof or take such other action as 
it may deem appropriate. Persons who request a 
hearing or advice as to whether a hearing is or- 
dered will receive any notices or orders issued in 
this matter, including the date of the hearing (if or- 
dered) and any postponements thereof. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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INVESTMENT COMPANY ACT OF 1940 
Release No. 11017/January 11, 1980 


In the Matter of 


BONDSTOCK CORPORATION 
BONDSTOCK INVESTMENT PLAN 
FRANK RUSSEL CO., INC. 

1100 One Washington Plaza 
Tacoma, Washington 98402 


SECURITY EQUITY FUND, INC. 
SECURITY MANAGEMENT CO., INC. 
and 

SECURITY DISTRIBUTORS, INC. 
700 Harrison Avenue 

Topeka, Kansas 66636 


(812-4497) 


ORDER PURSUANT TO SECTIONS 11(a), 17(d) 
AND 26(b) OF THE ACT AND RULE 17d-1 
THEREUNDER, APPROVING EXCHANGE OF 
SHARES, APPROVING THE SUBSTITUTION OF 
THE UNDERLYING INVESTMENT MEDIUM OF A 
UNIT INVESTMENT TRUST, AND PERMITTING 
JOINT TRANSACTIONS. 


Bondstock Corporation (‘“‘Bondstock’”’), registered 
under the Investment Company Act of 1940 
(“Act”) as an open-end, diversified, management 
investment company, Bondstock Investment Plan 
(“BIP”), registered under the Act as a unit invest- 
ment trust, Frank Russell Co., Inc. (“Russell”), in- 
vestment adviser of and principal underwriter for 
Bondstock and depositor for and sponsor of BIP, 
Security Equity Fund, Inc. (“Equity”), registered 
under the Act as an open-end, diversified, man- 
agement investment company, Security Manage- 
ment Company, Inc. (“Management”), investment 
adviser of Equity, and Security Distributors, Inc., a 
wholly owned subsidiary of Management which 
serves as principal underwriter for Equity, filed an 
application on June 18, 1979, and amendments 
thereto on August 29, 1979, and October 11, 1979, 
for an order of the Commission: (1) pursuant to 
Sections 11(a) and 26(b) of the Act, permitting BIP 
to surrender shares of Bondstock (the sole under- 
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lying investment medium for investment plans of- 
fered by BIP) and to receive shares of Equity 
therefor in connection with Equity’s acquisition of 
substantially all of Bondstock’s assets, and there- 
after to acquire Equity shares with planholders’ 
subsequent investments and (2) pursuant to Sec- 
tion 17(d) of the Act and Rule 17d-1 thereunder, 
permitting Russell to pay up to $20,000 of the in- 
cremental expenses incurred by Bondstock and 
permitting Management to pay all of the expenses 
incurred by Equity in connection with such acqui- 
sition. 


On December 14, 1979, a notice was issued (In- 
vestment Company Act Release No. 10986) of the 
filing of the application. The notice gave interested 
persons an opportunity to request a hearing and 
stated that an order disposing of the application 
would be issued as of course unless a hearing 
should be ordered. No request for a hearing has 
been filed, and the Commission has not ordered a 
hearing. 


The matter having been considered, it is found that 
the proposed exchange and the proposed sub- 
stitution of shares will be consistent with the pro- 
tection of investors and the purposes fairly in- 
tended by the policy and provisions of the Act. It is 
further found, on the basis of the information 
stated in the application, that the participations of 
Bondstock and Equity with respect to the bearing 
of the expenses of the proposed asset acquisition 
will be consistent with the provisions, policies, and 
purposes of the Act, and that the participations of 
Bondstock and Equity will not be on a basis less 
advantageous than that of other participants. The 
Commission makes no findings as to the appropri- 
ateness of the proposed $200,000 payment by 
Management to Russell under the standards of 
Section 15(f) of the Act. The proposed payment is 
described in the application and summarized in the 
notice. Accordingly, 


IT IS ORDERED, pursuant to Section 11(a) of the 
Act, that the proposed exchange offer be, and 
hereby is, approved. 


IT IS FURTHER ORDERED, pursuant to Section 
17(d) of the Act and Rule 17d-1 thereunder, that 
the proposed transactions whereby Russell will 
pay up to $20,000 of the incremental expenses in- 
curred by Bondstock and Management will pay all 
of the expenses incurred by Equity, in connection 
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with Equity’s acquisition of substantially all of 
Bondstock’s assets be, and hereby are, permitted, 
effective forthwith. 


IT iS FURTHER ORDERED, pursuant to Section 
26(b) of the Act, that the proposed substitution of 
Equity shares for Bondstock shares as the sole 
underlying investment medium of BIP be, and 
hereby is, approved, effective forthwith. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 11018/January 14, 1980 


In the Matter of 


NARRAGANSETT CAPITAL CORPORATION 
40 Westminister Street 

Providence, Rhode Island 02903 

and 

PHOTO SYSTEMS, INC. 

7200 West Huron River Drive 

Dexter, Michigan 48130 


(812-4499) 


NOTICE OF FILING OF APPLICATION FOR 
ORDER PURSUANT TO SECTION 17(b) OF THE 
ACT EXEMPTING PROPOSED TRANSACTION 
FROM SECTION 17(a) OF THE ACT AND PUR- 
SUANT TO SECTION 17(d) OF THE ACT AND 
RULE 17d-1 THEREUNDER PERMITTING JOINT 
TRANSACTION 


NOTICE IS HEREBY GIVEN that Narragansett 
Capital Corporation (‘‘Narragansett’’), a non- 
diversified, closed-end, management investment 
company registered under the Investment Com- 
pany Act of 1940 (‘Act’) and a licensed small 
business investment company under the Small 
Business Investment Act of 1958, and Photo Sys- 
tems, Inc. (“Photo Systems”), a company pre- 
sumed to be controlled by Narragansett (here- 
inafter Narragansett and Photo Systems are col- 
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lectively referred to as “Applicants”), filed an ap- 
plication on June 26, 1979, and an amendment 
thereto on November 27, 1979, for an order of the 
Commission purusant to Section 17(b) of the Act 
exempting from the provisions of Section 17(a) of 
the Act and, pursuant to Section 17(d) of the Act 
and Rule 17d-1 thereunder, permitting certain 
proposed transactions which are to be made in 
connection with the restructuring of Narragansett’s 
investment in Photo Systems. All interested per- 
sons are referred to the application on file with the 
Commission for a statement of the representations 
contained therein, which are summarized below. 


According to the application, Photo Systems, a 
Michigan corporation which manufactures and 
sells darkroom equipment and photographic 
supplies and operates a film processing labora- 
tory, has a total of 1,030,000 shares of Common 
Stock which are issued and outstanding, all of 
which carry voting rights and have a par value of 
$0.10 per share. The application states that 
230,000 of such shares are Class A Common 
Stock and are held by six persons who were em- 


‘ployees or spouses of employees when Photo 


Systems were organized in 1973. The application 
further states that the remaining 800,000 shares, 
or 77.7% of Photo Systems’ outstanding shares, 
are Class B Common Stock held by Narragansett. 
Applicants state that in addition to an equity in- 
vestment in Photo Systems, Narragansett holds a 
note issued by Photo Systems which has a cur- 
rently outstanding principal balance of $1,172,430. 
Three of Photo Systems’ five directors (Messrs. 
Sarles, Little and Considine) are directors and 
present or former officers of Narragansett. 


Applicants state that when Photo Systems was or- 
ganized in July, 1973, Narragansett purchased 
250,000 shares of Class B Common Stock at an 
aggregate purchase price of $250,000 and loaned 
the company $1,750,000, evidenced by a photo 
Systems note in that amount (‘1973 Note’). Such 
loan, Applicants state, was subordinate in right of 
payment to Photo Systems’ indebtedness to the 
Industrial National Bank of Rhode Island (‘‘IN- 
Bank”’) in the amount of $2,750,000. Applicants 
further state that because of financial difficulties 
experienced by Photo systems, Applicants took 
certain steps during the period from 1974 through 
1975 to refinance and restructure Narragansett’s 
investment. On September 5, 1974, Narragansett 
loaned Photo Systems an additional $100,000, 
evidenced by a demand note for such amount 
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which carried an interest rate of fifteen percent per 
annum (“Demand Note’). In 1975 Photo Systems 
underwent an internal reorganization (“1975 Re- 
financing”) under the supervision of Narragansett 
which included: (a) the refinancing of the principal 
amount of the Demand Note through (i) the con- 
version of $50,000 of principal to 50,000 shares of 
Class B Common Stock at an agreed price of 
$1.00 per share and (ii) the execution and delivery 
to Narragansett of Photo Systems’ subordinated 
promissory note in the amount of $50,000, payable 
on June 30, 1977, together with interest at 5% 
above INBank’s prime rate with a maximum of 
15% and a minimum of 12% (‘Interim Note”); (b) 
all accrued interest on the Demand Note was paid 
in full; (c) conversion of the 1973 Note for 
$1,750,000 into: (i) 500,000 shares of Class B 
Common Stock at an agreed valued of $1.00 per 
share and (ii) a subordinated promissory note in 
the amount of $1,250,000 payable on August 1, 
1983, with an interest rate of 5% above the floating 
prime rate of INBank, not to exceed 15% nor to be 
less than 12% (“Substituted Note’’); (d) interest 
due on the 1973 Note, which amounted to 
$127,388.69, was converted into a subordinated 
promissory note (‘Interest Note”) due August 1, 
1980, without interest through the maturity date; 
(e) the election of a third nominee of Narragansett 
to Photo Systems’ Board of Directors; and (f) an 
amendment to Photo Systems’ Articles of Incorpo- 
ration to provide for Class B Common Stock to re- 
ceive a 10% cumulative dividend (if permitted by 
INBank). 


Applicants state that these steps, increasing Nar- 
ragansett’s equity ownership from 250,000 shares 
to 800,000 shares, increased Narragansett’s per- 
centage of ownership from 50% to 76.2%, while 
the principal amount of Photo System’s indebted- 
ness to Narragansett was decreased. Additionally, 
the application states that as a part of the 1975 
Refinancing Agreement, Photo Systems was given 
the option to redeem and purchase 500,000 
shares of its stock from Narragansett at a price 
specified in a schedule included in the agreement. 
The application further states that following the 
1975 Refinancing, William Considine (a director of 
Narragansett) was elected as chairman of the 
Board of Directors and chief executive officer of 
Photo Systems. Additionally, Applicants state that 
Mr. Considine’s actual annual compensation as 
chief executive officer has ranged from $30,000 to 


@ $60,000. 
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Thereafter, according to Applicants, Photo Sys- 
tems continued to experience financial difficulties 
which led to the refinancing of Photo Systems’ in- 
debtedness to Narragansett (“1976 Refinancing”) 
through a cancellation of all prior debts in ex- 
change for a subordinated promissory note due 
June 30, 1981, in the amount of $1,500,000, with 
interest of 10% (‘1976 Note’). As stated in the ap- 
plication, the 1976 Note: (1) refinanced Photo 
Systems’ indebtedness to Narragansett (which in- 
cluded the $50,000 Interim Note, the $1,250,000 
Substituted Note and the $127,388.69 Interest 
Note) by changing the maturity date on the indi- 
vidual notes from June 1977, August 1983, and 
August 1980, respectively, to June 1981 and by 
reducing the interest rate to 10% and (2) added all 
but $66,482.55 of the accrued and unpaid interest 
on the Interim and Substituted Notes due Nar- 
ragansett to the principal amount of Photo Sys- 
tems’ indebtedness. Applicants state that part of 
the interest due was forgiven because Photo Sys- 
tems was still struggling financially. Applicants 
further state that as a result of the 1976 Refinanc- 
ing, the principal amount of Narragansett’s in- 
vestment was increased to $2,300,000, consisting 
of equity of $800,000 and subordinated debt in the 
principal amount of $1,500,000. 


According to the application, during 1977 and 
1978, Photo Systems’ financial picture was af- 
fected by the following events: (1) On January 13, 
1977, Narragansett agreed to permanently waive 
its right to dividend arrearages on Photo Systems 
stock in the amount of $94,572; (2) in January 
1978, Photo Systems disposed of one of its divi- 
sions to an unrelated third party for net cash pro- 
ceeds of $1,450,000, all of which were used to re- 
duce its then outstanding indebtedness to INBank 
from $2,400,000 to approximately $950,000; (3) on 
June 12, 1978, with the approval of the Commis- 
sion, photo Systems disposed of another division 
to Sound Color Corporation (a company created 
for such purpose and in which Narragansett in- 
vested $75,000 for 50% of the voting stock) and 
used $625,000 of the proceeds to reduce its in- 
debtedness to INBank to approximately $325,000 
and used $300,000 of the proceeds to reduce the 
principal amount of its indebtedness to Narragan- 
sett from $1,500,000 to $1,200,000; and (4) during 
1978 Photo Systems redeemed 20,000 shares of 
Class A Common Stock. 


Applicants state that on June 15, 1979, they en- 
tered into a Redemption and Refinancing Agree- 
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ment (““Agreement’’) pursuant to which Photo 
Systems will be restructured and refinanced in the 
following manner. Photo Systems will purchase 
550,000 of the 800,000 shares of Class B Com- 
mon Stock held by Narragansett for an aggregate 
purchase price of $550,000. The purchase price is 
payable by delivery to Narragansett of a cash 
payment of $5,000 and a promissory note of Photo 
Systems for the remaining $545,000, plus the out- 
standing balance of the 1976 Note (amounting to 
$1,172,430 as of the date of the application) which 
is being refinanced (“Redemption Note”). Appli- 
cants state that the Redemption Note will be due 
August 1, 1984, will carry an interest rate of 12% 
per annum, will be payable during each fiscal year 
in an amount equal to 20% of Photo Systems’ 
after-tax earnings for the preceding fiscal year, 
and will be subordinated, with respect to principal 
and interest, to Photo Systems’ indebtedness to 
INBank. 


Section 2(a)(3) of the Act includes within the defi- 
nition of “affiliated person” of another person: (1) 
any person owning five percent or more of the out- 
standing voting securities of such other person; (2) 
any person five percent or more of whose out- 
standing voting securities are owned by such other 
person; (3) any officer, director or employee of 
such’ other person; and (4) any person controlled 
by such other person. Section 2(a)(9) of the Act 
provides, in part, that any person owning, directly 
or indirectly, more than 25 percent of the voting 
securities of a company shall be presumed to 
control such company. Accordingly, Applicants 
state that: (1) Photo Systems is an affiliate of and, 
by virtue of Narragansett’s ownership of 77.7% of 
Photo Systems’ outstanding voting securities, pre- 
sumed to be controlled by Narragansett; (2) Nar- 
ragansett is an affiliate of Photo Systems; and (3) 
Messrs. Sarles, Little and Considine, by virtue of 
their positions as directors of Narragansett, are af- 
filiates of Narragansett and, similarly, by virtue of 
their positions as directors of Photo Systems, are 
also affiliates of Photo Systems. 


Section 17(a) of the Act provides, in pertinent part, 
that it is unlawful for any affiliated person of a reg- 
istered investment company or any affiliated per- 
son of such person, acting as principal, knowingly 
to purchase from or sell to such registered com- 
pany or any company controlled by such regis- 
tered company, any security or other property ex- 
cept securities of which the seller is the issuer. 
Section 17(b) of the Act generally provides that, 
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upon application, the Commission shall exempt a 
proposed transaction from the provisions of Sec- 
tion 17(a) of the Act if evidence establishes that 
the terms of the proposed transaction, including 
the consideration to be paid or received, are rea- 
sonable and fair and do not involve overreaching 
on the part of any person concerned and that the 
proposed transaction is consistent with the policy 
of the registered investment company concerned 
and with the general purposes of the Act. Although 
Rule 17a-6 under the Act provides an exemption 
for transactions with certain affiliated persons, Ap- 
plicants acknowledge that because Mr. Considine 
receives a salary from Photo Systems, he may be 
deemed to have an “indirect financial interest” in 
Photo Systems, thus rendering the exemption un- 
available. Consequently, Applicants request an 
order pursuant to Section 17(b) of the Act, 
exempting from the provisions of Section 17(a) of 
the Act, the redemption and refinancing arrange- 
ment described above. 


Section 17(d) of the Act and Rule 17d-1 thereun- 
der, taken together, provide, in part, that it is un- 
lawful for an affiliated person of a registered in- 
vestment company, or an affiliated person of such 
person, acting as principal, to effect any transac- 
tion in which such investment company is a joint 
participant, without the permission of the Commis- 
sion. Rule 17d-1 provides, in part, that in passing 
upon applications for orders granting such permis- 
sion, the Commission will consider (i) whether the 
participation of the investment company in such 
transaction on the basis proposed is consistent 
with the provisions, policies and purposes of the 
Act, and (ii) the extent to which such participation 
is on a basis different from or less advantageous 
than that of other participants. Applicants state 
that the proposed transaction may be said to in- 
volve a joint arrangement, in which Narragansett 
and Photo Systems are participants, and thus 
could be deemed to be prohibited under Rule 
17d-1 unless the Commission issues an exemp- 
tive order or the transaction is otherwise exempt 
under the provisions of Rule 17d-1. Although Rule 
17d-1(d)(5) under the Act provides that no appli- 
cation need be filed with respect to certain joint 
transactions, Applicants acknowledge that be- 
cause of Mr. Considine’s salary from Photo Sys- 
tems, he may be deemed to have an “indirect fi- 
nancial interest” in the joint enterprise, and be- 
cause Photo Systems might be said to be com- 
miting in excess of 5% of its assets to the joint 
enterprise, the exemption is not clearly available. 
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Therefore, Applicants request an order of the 
Commission, pursuant to Section 17(d) of the Act 
and Rule 17d-1 thereunder, permitting the pro- 
posed redemption and refinancing arrangement. 


Applicants assert that the proposed transaction is 
reasonable and fair to Narragansett and Photo 
Systems and does not involve overreaching on the 
part of either party. Applicants state that in their 
judgment the $1.00 per share is a fair and reason- 
able price for the stock of Photo Systems for the 
following reasons: (1) the book value of the Photo 
Systems stock, which is one objective measure of 
value, was approximately $.92 per share on Sep- 
tember 27, 1978, the date on which Narragansett 
agreed in principal to sell a portion of its Class B 
Stock back to Photo Systems at $1.00 per share, 
and, as of March 31, 1979, after final terms of the 
transaction were agreed to on or about March 8, 
1979, and prior to approval of the transaction by 
Narragansett’s Board of Directors on May 3, 1979, 
Photo Systems’ stock had a book value of $1.02 
per share; (2) the management of Photo Systems 
elected not to exercise the option to purchase its 
shares based on their judgment that, among other 
things, the applicable option price under the terms 
of the 1975 Refinancing Agreement exceeded the 
present fair value and that Photo Systems could 
not afford to repurchase its shares at the option 
price even if such price were reasonable; and (3) 
all the purchases of such shares by Photo Sys- 
tems and the management-stock-holders occur- 
ring between April 1, 1978, and December 28, 
1978, amounting to 143,000 shares, were con- 
summated at $1.00 per share, payable in cash, 
except for 5,000 shares redeemed from an em- 
ployee whose employment was terminated, and 
whose shares were redeemed at $.50 per share 
payable in cash at which time Photo Systems also 
forgave $2,500 of indebtedness owed by such 
employee. Applicants note that as a part of the re- 
financing, the interest rate on all of Photo Sys- 
tems’ oustanding indebtedness to Narragansett 
will be raised from 10% to 12% and the maturity 
date extended by three years. Applicants submit 
that such terms are fair to both parties for the fol- 
lowing reasons: (1) the increased yield on Photo 
Systems’ indebtedness and the enhanced poten- 
tial for gain on its equity ownership which Nar- 
ragansett will derive by providing management 
stockholders meaningful equity participation 
adequately compensates Narragansett for the ex- 
tension of the maturity date; (2) the rate of interest 
to be charged on the Redemption Note is fair to 
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Photo Systems given present money market con- 
ditions, the extension of the maturity date and the 
subordinated nature of the loan; (3) it is evident 
that Photo Systems will be unable to meet its obli- 
gation under the 1976 Note to repay Narragansett 
in 1981; (4) the refinancing is structured in a way 
which Photo Systems believes will permit it to 
meet its obligations without unduly burdening it; 
and (5) Photo Systems believes that the increased 
equity participation of the management stockhold- 
ers will assure their continued employment which 
Narragansett considers essential to the continued 
profitability and growth of Photo Systems. Addi- 
tionally, it is noted that Narragansett will continue 
to control Photo Systems through the ownership of 
52.1% of Photo Systems’ voting stock. 


Applicants also assert that the proposed transac- 
tion is consistent with the policy of Narragansett as 
reflected in its registration statement and reports 
filed under the Act; that the proposed transaction 
is consistent with the general purposes of the Act; 
and participation of both Narragansett and Photo 
Systems in the joint enterprise is not on a basis 
less advantageous than that of the other partici- 
pant. Specifically, Applicants submit that neither 
participant is advantaged or benefited at the ex- 
pense of the other in the proposed transaction. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than February 7, 1980, at 
5:30 p.m., submit to the Commission in writing a 
request for a hearing on the matter accompanied 
by a statement as to the nature of his interest, the 
reason for such request, and the issues, if any, of 
fact or law proposed to be controverted, or he may 
request that he be notified if the Commission shall 
order a hearing thereon. Any such communication 
should be addressed: Secretary, Securities and 
Exchange Commission, Washington, D.C. 20549. 
A copy of such request shall be served personally 
or by mail upon Applicants at the addresses stated 
above. Proof of such service (by affidavit or, in the 
case of an attorney-at-law, by certificate) shall be 
filed contemporaneously with the request. As pro- 
vided by Rule 0-5 of the Rules and Regulations 
promulgated under the Act, an order disposing of 
the application will be issued as of course follow- 
ing said date unless the Commission thereafter 
orders a hearing upon request or upon the Com- 
mission’s own motion. Persons who request a 
hearing, or advice as to whether a hearing is or- 
dered, will receive any notices and orders issued 
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in this matter, including the date of the hearing (if 
ordered) and any postponements thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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INVESTMENT COMPANY ACT OF 1940 
Release No. 11019/January 15, 1980 


SEE 


SECURITIES ACT OF 1933 
Release No. 6178/January 15, 1980 


INVESTMENT COMPANY ACT OF 1940 
Release No. 11020/January 15, 1980 


SEE 


SECURITIES ACT OF 1933 
Release No. 6179/January 15, 1980 


INVESTMENT COMPANY ACT OF 1940 
Release No. 11021/January 15, 1980 


In the Matter of 


PUTNAM DAILY DIVIDEND TRUST 

MARSH & McLENNAN MANAGEMENT 
COMPANY 

265 Franklin Street 

Boston, Massachusetts 02110 


TRINWALL CASH RESERVE, INC. 
EBERSTADT FUND MANAGEMENT, INC. 
61 Broadway 

New York, New York 10006 

(812-4568) 


NOTICE OF FILING OF APPLICATION PUR- 
SUANT TO SECTION 17(b) OF THE ACT TO 
EXEMPT A PROPOSED AMERGER FROM SEC- 
TION 17(a) OF THE ACT, PURSUANT TO SEC- 
TION 17(d) OF THE ACT AND RULE 17d-1 
THEREUNDER TO PERMIT PARTICIPATION IN 
SUCH MERGER AND PURSUANT TO SECTION 
6(c) OF THE ACT TO EXEMPT AN ISSUANCE OF 
SECURITIES FROM RULE 22c-1 THEREUNDER 


NOTICE IS HEREBY GIVEN that Putnam Daily 
Dividend Trust (“Putnam”) and Trinwall Cash Re- 
serve, Inc. (“Trinwall”), both open-end, diversified 
management investment companies registered 
under the Investment Company Act of 1940 
(“Act”), Marsh & McLennan Management Com- 
pany (“Marsh & McLennan’) and Eberstadt Fund 
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Management, Inc. (“Eberstadt’’) (collectively ‘“Ap- 
plicants”) filed an application on November 9, 
1979, and an amendment thereto on January 7, 
1980, for an order (1) pursuant to Section 17(b) of 
the Act, exempting the proposed purchase by Put- 
nam of the assets of Trinwall from the provisions 
of Section 17(a) of the Act, (2) pursuant to Section 
17(d) of the Act and Rule 17d-1 thereunder, per- 
mitting Marsh & McLennan and Eberstadt to as- 
sume certain expenses and liabilities of Putnam 
and Trinwall incurred in connection with the trans- 
action, and (3) pursuant to Section 6(c) of the Act, 
exempting the issuance of Putnam shares from 
Rule 22c-1 under the Act. All interested persons 
are referred to the application on file with the 
Commission for a satement of the representations 
contained therein, which are summarized below. 


Applicants represent that, on September 30, 1979, 
the total net assets of Putnam were approximately 
$51 million. Putnam’s investment adviser is The 
Putnam Management Company, Inc. (‘Putnam 
Management”), which is a wholly-owned sub- 
sidiary of Marsh & McLennan, a holding company. 
According to the application, Putnam Management 
charges Putnam a fee which, on an annual basis is 
.5 of 1% of Putnam’s average net assets but that 
during Putnam’s start-up period, Putnam Man- 
agement has agreed voluntarily to limit Putnam’s 
expenses to .75% of average daily net assets for 
each year, or shorter period, if such limitation is 
terminated. For the fiscal year ending December 
31, 1978, Applicants state that the compensation 
payable by Putnam to Putnam Management was 
reduced from $68,049 to $4,764 because of such 
expense limitation. The application states that 
Putnam’s investment objective is to seek a high 
rate of current income consistent with preservation 
of capital and maintenance of liquidity. 


Applicants further represent that, on September 
30, 1979, the total net assets of Trinwall were ap- 
proximately $17 million. Trinwall’s investment ad- 
viser is Eberstadt, which is also a wholly-owned 
subsidiary of Marsh & McLennan. According to the 
application, Eberstadt charges Trinwall a fee, 
which on an annual basis, is .5 of 1% of the first 
$100 million of average net assets but that through 
July 31, 1980, Eberstadt has undertaken to reduce 
its fee or reimburse Trinwall to the extent that for 
any month Trinwall’s expenses exceed one-twelfth 
of .75% of average daily net assets. According to 
the application, for fiscal years ending July 31, 


@ 1977, 1978 and 1979, Eberstadt absorbed ex- 
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penses of Trinwall amounting to $49,849, $39,787 
and $39,432, respectively. Eberstadt had advised 
Trinwall that it is unwilling to continue to manage 
Trinwell’s assets on the same basis because of 
the expenses Eberstadt has been required to ab- 
sorb. The application states that Trinwall’s invest- 
ment objective is to preserve capital and to 
maximize liquidity and current income yield. 


Applicants represent that they have entered into 
an agreement whereby Putnam proposes to ac- 
quire substantially all of the assets of Trinwall (ex- 
pected to exceed 95%) in exchange for Putnam 
shares. Applicants state that Trinwall will dissolve 
and liquidate following the exchange. Trinwall will 
distribute to its shareholders, in exchange for their 
shares of Trinwall, the Putnam shares it receives 
upon the transfer of its assets to Putnam, together 
with the assets not transferred, if any. Applicants 
state that each Trinwall shareholder will be entitled 
to receive that portion of the Putnam shares to be 
received by Trinwall that the number of Trinwall 
shares owned by each shareholder bears to the 
number of Trinwall shares outstanding on the ex- 
change date. The exchange will be done on the 
basis of net asset value and such computation 
with respect to Trinwall’s assets will be made at 
the close of business on the business day next 
preceding the exchange date. The application 
states that Putnam’s shares have a constant net 
asset value of $1.00 per share. According to the 
application, the value of the Trinwall assets to be 
acquired by Putnam and the value of Putnam 
shares to be issued therefor will be determined in 
the manner in which Putnam determines the value 
of its own assets. According to the application, no 
adjustments will be made in the basis of the ex- 
change to account for realized and unrealized 
gains and losses because (1) neitther Trinwall nor 
Putnam experiences significant realized or un- 
realized gains or losses on its investments and (2) 
each fund’s daily declaration of net income in- 
cludes all realized short-term gains and losses on 
each fund’s portfolio investments. Applicants state 
that the reorganization will be submitted to Trin- 
wall’s shareholders for approval. Applicants repre- 
sent that the reorganization is subject to several 
further conditions, including satisfactory opinions 
of counsel and any necessary approvals by the 
Commission. 


Applicants state that Eberstadt will reimburse Put- 
nam and Trinwall for expenses incurred in con- 
nection with the transaction other than expenses 
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which Putnam customarily incurs in connection 
with the issuance and sale of its shares and other 
than expenses of Trinwall incident to an annual 
shareholder meeting. Eberstadt has also agreed to 
indemnify and save harmless Trinwall and its offi- 
cers, directors and shareholders against all ex- 
penses, losses, claims, damages and liabilities 
arising before or after the exchange date, other 
than any Trinwall liability or obligation reflected on 
its statement of net assets as of the valuation date. 
Applicants state that there are no such known ex- 
penses, losses, claims, damages or liabilities. The 
application further states that, notwithstanding the 
foregoing, Eberstadt shall not be obligated to 
make aggregate payments pursuant to the above 
indemnity to the extent such payments, together 
with all payments made by Eberstadt with respect 
to expenses of Trinwall, exceed the lesser of (a) 
$1,000,000 or (b) the excess of (i) the fair market 
value of the Trinwall assets conveyed to Putnam 
over (ii) 80% of the fair market value of all the 
properties and assets of Trinwall immediately prior 
to the exchange. Eberstadt has also agreed to in- 
demnify, without limit, Putnam and Trinwall with 
respect to state securities laws liaiblities, if any, 
although no such liabilities are known to exist. The 
application states that Marsh & McLennan will un- 
conditionally guarantee Eberstadt’s performance 
of its obligations noted above. The application 
states further that no liabilities for which Eberstadt 
has agreed to indemnify any person as aforesaid, 
are known to exist. 


Section 17(a) of the Act provides that it is unlawful 
for any affiliated person of a registered investment 
company or affilated person of such person, acting 
as principal, knowingly to sell to or purchase from 
such company any security or other property. Sec- 
tion 17(b) of the Act, however, provides that the 
Commission may exempt a proposed transaction 
from Section 17(a) if the evidence establishes that 
the terms of the proposed transaction, including 
the consideration to be paid or received, are fair 
and reasonable and do not involve overreaching 
on the part of any person concerned, and that the 
proposed transaction is consistent with the policy 
of each registered investment company concerned 
and with the general purposes of the Act. Section 
2(a)(3) of the Act provides, in part, that an af- 
filiated person of another person means any per- 
son directly or indirectly controlling, controlled by, 
or under common control with, such other person. 
Applicants state, without conceding, that Putnam 
and Trinwall may be affiliated persons of each 
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other because the investment advisers of each 
fund are wholly-owned subsidiaries of Marsh & 
McLennan. 


Applicants submit that the terms of the proposed 
transaction are reasonable and fair and do not in- 
volve overreaching on the part of any person con- 
cerned. Applicants submit that the exchange will 
be done on the basis of the asset values of Put- 
nam and Trinwall, that the costs of the transaction 
will be borne by Eberstadt, as described above, 
and that March & McLennan will guarantee such 
obligations of Eberstadt’s. Applicants also assert 
that Trinwall’s directors, including a majority of di- 
rectors who are not interested persons of Trinwall 
or Ebserstadt, have determined that the transac- 
tion is in the best interests of Trinwall’s sharehold- 
ers. It is submitted that such shareholders will be- 
come shareholders in a fund approximately three 
times larger than Trinwall and that such greater 
size will tend to result in lower expense ratios for 
Trinwall shareholders. Applicants state further that 
Trinwall shareholders will benefit indirectly from 
greater diversification possible by Putnam’s larger 
portfolio. According to the application, the Putnam 
trustees, including a majority who are not inter- 
ested persons of Putnam or Putnam Management, 
have determined that the transaction is in the best 
interests of Putnam and will not result in any dilu- 
tion of existing shareholders’ interests. Applicants 
assert that the transaction will increase the size of 
Putnam’s assets by approximately one-third and 
will result in certain economies of scale, tending to 
reduce Putnam’s expense ratio. Applicants submit 
that the proposed merger is consistent with the in- 
vestment objectives and policies of Putnam and 
Trinwall. 


Section 17(d) of the Act and Rule 17d-1 thereun- 
der prohibit, in part, any affiliated person of a reg- 
istered investment company or any affiliated per- 
son of such person, from effecting any transaction 
in which such investment company is a joint par- 
ticipant, unless an application has been filed with 
the Commission and has been granted by order. In 
passing upon such application, the Commission 
will consider whether the participation of such 
registered company in such arrangement, on the 
basis proposed, is consistent with the provisions, 
policies and purposes of the Act, and the extent to 
which such participation is on a basis different 
from, or less advantageous than, that of other par- 


ticipants. Section 2(a)(3) of the Act also provides, 
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in part, that an affiliated person of an investment 
company means any investment adviser thereof. 


Applicants state that Eberstadt and Putnam Man- 
agement are affiliated persons of Trinwall and 
Putnam, respectively, and that since Eberstadt is 
also an affiliated person of Putnam Management, 
Eberstadt is an affiliated person of an affiliated 
person of Putnam. Applicants state further that 
Marsh & McLennan is an affiliated person of 
Eberstadt and Putnam Management and is thus an 
affiliated person of an affiliated person of Putnam 
and Trinwall. Applicants submit that Trinwall and 
Putnam may be deemed affiliated persons of each 
other. 


Applicants submit that, as to the expense reim- 
bursements, indemnification provisions and guar- 
antee arrangements, summarized above, to the 
extent the participation by Putnam and Trinwall is 
different from that of Marsh & McLennan and 
Eberstadt and that of each other. Putnam’s and 
Trinwall’s participation is at least as advantageous 
as that of Marsh & McLennan and Eberstadt and 
that of each other. Accordingly, Applicants request 
that the Commission issue an order permitting the 
transaction to the extent necessary. 


Section 22(c) of the Act and Rule 22c-1 thereun- 
der prohibit registered investment companies from 
issuing redeemable securities except at a price 
based on the current net asset value of such secu- 
rities which is next computed after receipt of an 
order to purchase. Section 6(c) authorizes the 
Commission, upon application, to exempt any 
transaction from any provision of the Act or any 
rule thereunder, if it finds that such exemption is 
necessary or appropriate in the public interest and 
consistent with the protection of investors and the 
purposes fairly intended by the policy and provi- 
sions of the Act. 


Putnam states that the valuation of Trinwall’s as- 
sets will be determined as of the close of business 
on the business day next preceding the exchange 
date, which procedure may be in violation of Rule 
22c-1. According to the application, such compu- 
tation can be made only after the close of business 
when both portfolios can be fully valued. The ap- 
plication states that the computation of the value 
of Trinwall’s shares at such time will not present 
any of the potential for abuse that Rule 22c-1 is 
intended to avoid. Applicants assert that the grant 
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of the order requested is appropriate in the public 
interest and consistent with the protection of in- 
vestors and the purposes fairly intended by the 
Act. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than February 6, 1980 at 
5:30 p.m., submit to the Commission in writing a 
request for a hearing on the matter accompanied 
by a statement as to the nature of his interest, the 
reason for such request, and the issues, if any, of 
fact or law proposed to be controverted, or he may 
request that he be notified if the Commission shall 
order a hearing thereon. Any such communication 
should be addressed: Secretary, Securities and 
Exchange Commission, Washington, D.C. 20549. 
A copy of such request shall be served personally 
or by mail upon Applicants at the addresses stated 
above. Proof of such service (by affidavit, or in 
case of an attorney-at-law, by certificate) shall be 
filed contemporaneously with the request. As pro- 
vided by Rule 0-5 of the Rules and Regulations 
promulgated under the Act, an order disposing of 
the application will be issued as of course follow- 
ing said date unless the Commission thereafter 
orders a hearing upon request or upon the Com- 
mission’s own motion. Persons who request a 
hearing, or advice as to whether a hearing is or- 
dered, will receive any notices and orders issued 
in this matter, including the date of the hearing (if 
ordered) and any postponements thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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INVESTMENT COMPANY ACT OF 1940 
Release No. 11022/January 15, 1980 


In the Matter of 


THE PUTNAM INCOME FUND, INC. 
265 Franklin Street 
Boston, Massachusetts 02110 


MARSH & McLENNAN MANAGEMENT COM- 
PANY 

265 Franklin Street 

Boston, Massachusetts 02110 


TRINWALL BOND FUND, INC. 
61 Broadway 
New York, New York 10006 


EBERSTADT FUND MANAGEMENT, INC. 
61 Broadway 
New York, New York 10006 


(812-4567) 


NOTICE OF FILING OF APPLICATION PUR- 
SUANT TO SECTION 17(b) OF THE ACT TO 
EXEMPT A PROPOSED MERGER FROM SEC- 
TION 17(a) OF THE ACT, PURSUANT TO SEC- 
TION 17(b) OF THE ACT AND RULE 17d-1 
THEREUNDER TO PERMIT PARTICIPATION IN 
SUCH MERGER AND PURSUANT TO SECTION 
6(c) OF THE ACT TO EXEMPT AN ISSUANCE OF 
SECURITIES FROM RULE 22c-1 THEREUNDER 


NOTICE IS HEREBY GIVEN that The Putnam In- 
come Fund, Inc. (“Putnam”), Trinwall Bond Fund, 
inc. (“Trinwall”), Marsh & McLennan Management 
Company (“M & M Management”) and Eberstadt 
Fund Management, Inc. (‘EFM’), (collectively, 
“Applicants”) filed an application on November 9, 
1979, and an amendment thereto on January 7, 
1980, for an order (1) pursuant to Section 17(b) of 
the Act, exempting the proposed purchase by Put- 
nam of the assets of Trinwall from the provisions 
of Section 17(a) of the Act, (2) pursuant to Section 
17(d) of the Act and Rule 17d-1 thereunder, per- 
mitting M & M Management and EFM to assume 
certain expenses and liabilities of Putnam and 
Trinwall incurred in connection with the transaction 
and (3) pursuant to Section 6(c) of the Act, 
exempting the issuance of Putnam shares from 
Rule 22c-1 under the Act. All interested persons 
are referred to the application on file with the 
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Commision for a statement of the representations 
contained therein, which are summarized below. 


Applicants state that, as of July 31, 1979, Putnam 
had net assets of approximately $172 million. Put- 
nam’s investment adviser is The Putnam Man- 
agement Company, Inc. (“Putnam Management”), 
which is a wholly-owned subsidiary of M & M Man- 
agement, a holding company. 


Applicants state that, as of July 31, 1979, Trinwall 
had net assets of approximately $9.1 million. Trin- 
wall’s investment adviser is EFM, also a wholly- 
owned subsidiary of M & M Management. Accord- 
ing to the application, EFM charges Trinwall a fee 
equal to .5 of 1% of the first $100 million of aver- 
age net assets (which is reduced for average net 
assets in excess of $100 million); provided, how- 
ever, EFM has undertaken that for the period 
through July 31, 1980, if Trinwall’s total expenses 
for any month exceed one-twelfth of .75% of aver- 
age daily net assets, EFM will reduce its fee or 
reimburse Trinwall by the amount of such excess. 
Applicants represent that, for Trinwall’s fiscal 
years ending July 31, 1977, 1978, and 1979, EFM 
absorbed expenses of Trinwall of $26,793. 
$26,196 and $25,965, respectively. According to 
the application, EFM has advised Trinwall that, 
because of the expenses it has been required to 
absorb, it is unwilling to continue to manage Trin- 
wall’s assets. 


Applicants state that pursuant to the Articles of 
Transfer and Agreement and Plan or Reorganiza- 
tion dated October 31, 1979 (‘Agreement’), Put- 
nam will acquire substantially all of the assets and 
properties of Trinwall in exchange for shares of 
Putnam and that, following the exchange of Trin- 
wall’s assets for Putnam’s stock, Trinwall will dis- 
solve and liquidate. Applicants further state that, 
as part of the liquidation distribution, Trinwall will 
distribute to its shareholders in exchange for their 
shares of Trinwall capital stock the Putnam shares 
it receives upon the transfer of its assets to Put- 
nam, together with the assets which it has not 
transferred to Putnam, if any. The Agreement 
states that the value of the assets of Trinwall to be 
acquired by Putnam and the value of Putnam 
shares to be issued therefor will be determined by 
Putnam in the manner in which Putnam would de- 
termine the value of its own assets. The applica- 
tion states that the reorganization will be submitted 
for approval by the holders of a majority of the out- 
standing shares of Trinwall and that the acquisition 
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would be consummated shortly thereafter. In addi- 
tion to such approval, consummation of the reor- 
ganization is subject to other conditions, including 
satisfactory opinions of counsel, and any neces- 
sary approvals of the Commission. 


The Agreement further provides that Putnam will 
not assume any liabilities of Trinwall in connection 
with the acquisition of Trinwall’s assets and the 
subsequent dissolution of Trinwall or otherwise, 
but that, whether or not the transactions con- 
templated by the Agreement are consummated, 


EFM will pay, or cause to be paid, all expenses 


incurred by Trinwall and Putnam in connection 
with the reorganization, other than those expenses 
which Putnam customarily incurs in connection 
with with the reorganization, other than those ex- 
penses which Putnam shares and except that EFM 
shall not be required to pay or cause to be paid 
those expenses of Trinwall incident to an annual 
meeting of shareholders involving the election of 
directors and appointment of auditors. 


The Agreement also states that EFM will indemnify 
and hold harmless Trinwall and its directors, offi- 
cers and shareholders against expenses, losses, 
claims, damages and liabilities relating to any lia- 


bility or obligation of Trinwall existing on the ex- 
change date or arising thereafter, other than any 
liability or obligation of Trinwall reflected in Trin- 
wall’s statement of net assets as of the valuation 
time and except that EFM shall not be obligated to 
make aggregate payments pursuant to the 
foregoing indemnity to the extent that such pay- 
ments, together with all payments made by EFM 
with respect to expenses of Trinwall (as described 
above), exceed the lesser of (a) $1,000,000 or (B) 
the excess of (i) the fair market value of the prop- 
erties and assets of Trainwall acquired by Putnam 
over (ii) 80%of the fair market value of all of the 
properties and assets of Trinwall immediately prior 
to the exchange. EFM will also indemnify and hold 
harmless Putnam and Trinwall against any ex- 
penses, losses, claims, damages, and liabilities 
incurred by Putnam or Trinwall relating to any vio- 
lations or alleged violations by Trinwall, EFM or 
Putnam Fund Distributors, Inc. of any state securi- 
ties laws. 


The Agreement further states that M & M Man- 
agement will unconditionally guarantee the per- 
formance by EFM of its obligations as aforesaid. 
Applicants represent that no such liabilities, con- 
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tingent or otherwise for which EFM has agreed to 
so indemnify any person are known to exist. 


Section 22(c) of the Act and Rule 22c-1(a) there- 
under prohibit registered investment companies 
from issuing redeemable securities except at a 
price based on the current net asset value of such 
securities which is next computed after receipt of 
an order to purchase. Section 6(c) of the Act au- 
thorizes the Commission, upon application, to 
exempt any transaction from any provision of the 
Act or of any rule thereunder, if it finds that such 
exemption is necessary or appropriate in the pub- 
lic interest and consistent with the protection of in- 
vestors and the purposes fairly intended by the 
policy and provisions of the Act. 


The Agreement contemplates that the assets of 
Trinwall and Putnam would be valued on a Friday 
and that the issuance of shares of Putnam in ex- 
change for assets of Trinwall would occur on the 
following Monday. Thus, for purposes of the appli- 
cation only, Applicants submit that the “forward 
pricing” requirement of Rule 22c-1 may not be 
met. 


Applicants contend that it would be impracticable 
to comply with Rule 22c-1, because the number of 
Putnam shares to be issued on the exchange date 
will be determiend by dividing the net asset value 
per share of Putnam into the total net assets of 
Trinwall available for acquisition . Such computa- 
tion can be made only after the close of business 
when both portfolios can be fully valued. Appli- 
cants further contend that valuation of Putnam’s 
assets at the close of business on the business 
day next preceding the exchange date will be fair 
to the shareholders of Putnam and Trinwall, and 
will not present any of the potential for abuse that 
Rule 22c-1 is intended to avoid. Pursuant to Sec- 
tion 6(c) of the Act, Applicants request that the 
Commission issue an order exempting Putnam 
from the provisions of Rule 22c-1 to the extent 
necessary to enable valuations to be made at the 
time set forth above. 


Section 17(a) of the Act provides that it is unlawful 
for any affiliated person of a registered investment 
company, or any affiliated person of a registered 
investment company, or any affiliated person of 
such an affiliated person, acting as principal, 
knowingly to sell to or purchase from such regis- 
tered company any security or other property. 
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Section 17(b) of the Act, however, provides that 
the Commission may exempt a proposed transac- 
tion from Section 17(a) if the evidence establishes 
that the terms of the proposed transaction, includ- 
ing the consideration to be paid or received, are 
fair and reasonable and do not involve overreach- 
ing on the part of any person concerned, and that 
the proposed transaction is consistent with the 
policy of each registered investment company 
concerned and with the general purposes of the 
Act. 


Applicants assert that, under certain circum- 
stances, it is possible that two or more investment 
companies having the same investment adviser, or 
investment advisers under common control, may 
be deemed to be affiliated persons of each other 
by virtue of Section 2(a)(3)(C) of the Act. Putnam’s 
and Trinwall’s investment advisers are wholly 
owned subsidiaries of M & M Management. Appli- 
cants state, however, that Putnam and Trinwall are 
managed separately by their respective invest- 
ment advisers (EFM and Trinwall being located in 
New York and Putnam Management and Putnam 
being located in Boston) without consultation with 
each other and have no directors or officers in 
common. Applicants further state that EFM and 
Putnam Management have no directors in com- 
mon and, except for the Treasurer, Controller, 
Secretary and Assistant Secretary of each com- 
pany (none of whom has responsibility for invest- 
ments or related matters), have no officers in 
common. Nevertheless, because Trinwall and 
Putnam might be deemed “affiliated persons” of 
each other and any disposition of portfolio securi- 
ties by Trinwall to Putnam or any acquisition by 
Putnam of portfolio securities of Trinwall pursuant 
to the Agreement might be deemed to be prohib- 
ited by Section 17(a) of the Act, Applicants, with- 
out admitting that Trinwall and Putnam are af- 
filiated persons of each other, ask that the Com- 
mission exempt the transaction from the prohibi- 
tion of Section 17(a) of the Act pursuant to Section 
17(b) of the Act. 


The terms of the Agreement provide that the ac- 
quisition of Trinwall’s assets by putnam shall be 
accomplished on the basis of the relative net as- 
sets values of the funds. Applicants represent that 
no adjustment is to be made in the computation of 
Putnam or Trinwall’s net asset value on account of 
any relative differences between unrealized de- 
preciation in each fund, or other relevant factors, it 
having been determined that there was no identifi- 
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able and quantifiable detriment to the sharehold- 
ers of either fund that would warrant such adjust- 
ment. Applicants state that all costs of the trans- 
action (with the exception of those expenses of 
Trinwall’s incident to an annual meeting of 
shareowners involving the election of directors and 
appointment of auditors and those expenses of 
Putnam normally incurred in connection with the 
issuance and sale of its shares) will be borne by 
EFM, and that its obligation is guaranteed by M & 
M Management. 


Applicants expect that the shareholders of Trinwall 
will benefit from certain economies of scale inher- 
ent in becoming shareholders of Putnam and, in 
addition, that Trinwall shareholders will indirectly 
benefit from the greater diversification of security 
holdings possible in Putnam’s larger portfolio. Al- 
though the Trinwall shareholders who desire to 
make additional investments will experience an in- 
crease in sales charge, the Trinwall directors be- 
lieve that the advantages to Trinwall shareholders 
outweigh any disadvantage represented by the in- 
creased sales charge for further investments. 


Applicants state that the transaction is considered 
to be in the interest of the Putnam shareholders 
because (a) many of Putnam’s expenses are fixed 
in nature and the increase in size of Putnam’s as- 
sets by approximately 5% will tend to result in 
certain economies of scale tending to further re- 
duce Putnam’s expense ratio; (b) Putnam is cur- 
rently in a net redemption posture with respect to 
the sale of its shares - the assets to be acquired 
from Trinwall will be useful in meeting such re- 
demptions without the necessity of raising cash by 
selling off portions of large round lot units of bonds 
which are generally owned by Putnam; and (c) 
under current market conditions, the sale by Put- 
nam of any securities acquired by Trinwall will re- 
sult in the realization of losses which will be avail- 
able to offset possible future realized gains at a 
time when Putnam’s current carryfoward losses 
will have expired. Applicants state that Putnam’s 
directors, including a majority of its disinterested 
directors, have determined that the transaction is 
in the interests of its shareholders. Applicants as- 
sert that the proposed merger is consistent with 
the investment objectives and policies of both Put- 
nam and Trinwall. Putnam’s investment ofjective is 
to seek high current income consistent with what is 
believed to be prudent risk, while Trinwall’s objec- 
tive is to provide a high current income yield con- 
sistent with preservation of capital. 
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Applicants state that the Trinwall directors have 
evaluated certain policies and practices utilized by 
or available to Putnam in seeking its investment 
objective which differ from certain of Trinwall’s 
policies and practices and do not believe that such 
policies and practices, in light of Putnam’s record 
of performance, represent material differences in 
Putnam’s investment objective as compared to 
that of Trinwall or are disadvantageous to Trinwall 
shareholders, Further, Trinwall’s board of direc- 
tors, including a majority of its disinterested direc- 
tors, has determined that the proposed transaction 
is in the best interests of Trinwall. 


Applicants assert that in accordance with Section 
17(b) of the Act, the terms of the proposed trans- 
action are reasonable and fair to Putnam and 
Trinwall and do not involve overreaching by any 
person concerned, and that the proposed transac- 
tion is consistent with the investment policies of 
each fund, and with the purposes of the Act. 


Rule 17d-1 under the Act provides, in pertinent 
part, that no affiliated person of any registered in- 
vestment company and no affiliated person of 
such person shall participate in, or effect any 
transaction in connection with a joint enterprise in 
which such registered investment company is a 
participant unless an application regarding such 
joint enterprise has been filed with the Commis- 
sion and has been granted by an order. In passing 
upon such application, the Commission will con- 
sider whether the participation of such registered 
investment company is consistent with the provi- 
sions, policies and purposes of the Act and the 
extent to which such participation is on a basis 
different from or less advantageous than that of 
the other participants. 


EFM and Putnam Management are affiliated per- 
sons of Trinwall and Putnam, respectively, under 
Section 2(a)(3)(E) of the Act. Because EFM is also 
an affiliated person of Putnam Management under 
Section 2(a)(3)(C) of the Act, it is an affiliated per- 
son of an affiliated person of Putnam, M & M Man- 
agement is an affiliated person of EFM and Put- 
nam Management under Section 2(a)(3)(A) and 
(C) of the Act and is thus an affiliated person of an 
affiliated person of both Putnam and Trinwall. In 
addition, Applicants state that it is possible that 
Trinwall and Putnam may be deemdd affiliated 
persons of each other. 
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Applicants assert that to the extent that Putnam's 
and Trinwall’s participation in the transaction will 
be different from that of M & M Management and 
EFM and that of each other. Putnam's and Trin- 
wall’s participation will be at least as advantage- 
ous as that of M & M Management, EFM and that 
of each other. In this regard, Applicants state that, 
while M & M Management and EFM will be re- 
lieved indirectly and directly, respectively, of a 
management obligation which has proved unprof- 
itable to fulfill, M & M Management and EFM, as 
described above, will bear substantially all the ex- 
penses of the transaction, Further, with respect to 
Putnam and Trinwall for the reasons set forth 
above. Accordingly, Applicants request that the 
Commission issue an order permitting the transac- 
tion to the extent necessary. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than February 6, 1980 at 
5:30 p.m., submit to the Commission in writing a 
request for a hearing on the matter accompanied 
by a statement as to the nature of his interest, the 
reason for such request, and the issues, if any, of 
fact or law proposed to be controverted, or he may 
request that he be notified if the Commission shall 
order a hearing thereon. Any such communication 
should be addressed: Secretary, Securities and 
Exchange Commission, Washington, D.C. 20549. 
A copy of such request shall be served personally 
or by mail upon Applicants at the addresses stated 
above. Proof of such service (by affidavit or, in the 
case of an attorney-at-law, by certificate) shall be 
filed contemporaneously with the request. As pro- 
vided by Rule 0-5 of the Rules and Regulations 
promulgated under the Act, an order disposing of 
the application will be issued as of course follow- 
ing said date unless the Commission thereafter 
orders a hearing upon request or upon the Com- 
mission’s own motion. Persons who request a 
hearing, or advice as to whether a hearing is or- 
dered, will receive any notices and orders issued 
in this matter, including the date of the hearing (if 
ordered) and any postponements thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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INVESTMENT COMPANY ACT OF 1940 
Release No. 11023/January 16, 1980 


In the Matter of 


THE OSBORNE ESTATES COMPANY 
4614 Prospect Avenue 
Cleveland, Ohio 44103 


(812-4560) 


ORDER PURSUANT TO SECTION 6(c) OF THE 
ACT GRANTING EXEMPTION FROM ALL PRO- 
VISIONS OF THE ACT. 


The Osborne Estates Company (“Applicant”), an 
Ohio corporation, filed an application on November 
1, 1979, and an amendment thereto on November 
29, 1979, for an order, pursuant to Section 6(c) of 
the Investment Company Act of 1940 (‘‘Act’’), 
exempting Applicant from all provisions of the Act. 


On December 21, 1979, a notice was issued (In- 
vestment Company Act Release No. 10993) of the 
filing of the application. The notice gave interested 
persons an opportunity to request a hearing and 
stated that an order disposing of the application 
would be issued as of course unless a hearing 
should be ordered. No request for a hearing has 
been filed, and the Commission has not ordered a 
hearing. 


The matter has been considered, and it is found 
that the granting of the requested exemption is 
appropriate in the public interest and consistent 
with the protection of investors and the purposes 
fairly intended by the policy and provisions of the 
Act. Accordingly, 


IT IS ORDERED, pursuant to Section 6(c) of the 
Act, that the requested exemption from all provi- 
sions of the Act be, and hereby is, granted, effec- 
tive forthwith, subject to the conditions: 


(1) That this order shall not be effective for a 
period of more than one year from the date 
hereof unless the Commission, upon further ap- 
plication, shall grant an order extending such 
period: 


(2) That no registered broker-dealer initiates any 
regular trading market in any securities issued 
by Applicant; 
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(3) That the information statement delivered to 
shareholders of Applicant concerning the pro- 
posed Agreement and Plan of Reorganization 
between Applicant and Panhandle Eastern 
Pipeline Company contain a paragraph substan- 
tially as follows: 


Since about 1957, more than 40% of the non- 
cash assets of [Applicant] have consisted of 
investment securities. For that reason, 
[Applicant] may have been an “investment 
company” as defined in the Investment Com- 
pany Act of 1940 as defined in the Investment 
Company Act of 1940 (the “1940 Act’) from 
1957 until the present time, although it has 
never registered under the 1940 Act. 
[Applicant] believes, however, that since it is a 
closely held family corporation which has 
never offered its securities to the public, it is 
not the type of organization which the 1940 
Act was intended to regulate. Accordingly, 
[Applicant] has applied to the Securities and 
Exchange Commission for an order under 
Section 6(c) of the 1940 Act exempting 
[Applicant] from all of the provisions of the 
1940 Act. Such an order would have no ret- 
roactive application. Receipt of such an order 
is a condition upon the obligations of both 
[Applicant] and Panhandle to complete the 
transactions contemplated by the Agreement. 


yand, 
(4) That no transfer of shares of Applicant will be 


made except to other family members, or to Ap- 
plicant in connection with its liquidation. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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LITIGATION 





Litigation Release No. 8972/January 14, 1980 


U.S. v. Endel Peedo 
(CR-79-171, E.D.Va.) 


Justin W. Williams, United States Attorney for the 
Eastern District of Virginia, and Paul F. Leonard, 
Administrator of the Washington Regional Office, 
announced that on January 8, 1980, Endel Peedo 
(Peedo) of Alexandria, Virginia, entered a plea of 
guilty before the Honorable Albert Bryan, United 
States District Court Judge for the Eastern District 
of Virginia, Alexandria Division, to one count of 
mail fraud in the execution of a scheme and ar- 
tifice to defraud and obtain money and property 
from investors by means of false and fraudulent 
statments and omissions concerning the publica- 
tion, viability, and projections of subscriptions of 
Quinto Lingo magazine. Quinto Lingo is a multi- 
lingual magazine published by Language Learning 
Systems, A Pennsylvania corporation of which 
Peedo is an officer. 


® Violation of the mail fraud statute carries a penalty 
of up to five years’ imprisonment and/or a fine of 
up to $1000. Sentencing is scheduled to take 
place on February 8, 1980. 


Peebo was indicted on October 25, 1979 by a fed- 
eral grand jury sitting in Alexandria, Virginia, on 
three counts of securities fraud, two counts of mail 
fraud, three counts of making false statements to 
the United States Postal authorities, and seven 
counts of travel in interstate commerce in the 
execution of a scheme and artifice to defraud. For 
further information, see Litigation Release No. 
8916. 
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Litigation Release No. 8973/January 17, 1980 


LINK-UP + 1 SECURITIES, INC., ET AL. (U.S.D.C. 
= the District of Colorado, Civil Action No. 79-M- 
581) 


Robert H. Davenport, Regional Administrator of 
the Denver Regional Office of the Securities and 
Exchange Commission, anno'inced that on 
January 4, 1980 the Honorable Richard B. Matsch 
of the United States District Court for the District of 
Colorado entered a Final Judgment of Permanent 
Injunction against Link-Up + 1 Securities, Inc., 
Jerome A. Bernstein, Lawrence Bernstein, Berns- 
tein and Bernstein, Inc., and Jerome A. Bernstein 
and Lawrence Bernstein dba Continental Con- 
cepts. The defendants consented to the entry of 
said Final Judgment without admitting or denying 
the allegations of the Commission’s complaint. 


The order enjoined the defendants, in substance, 
from violating the registration and antifraud provi- 
sions of the federal securities laws and the regis- 
tration, bookkeeping, and capital provisions of the 
federal securities laws applicable to broker- 
dealers in securities. 


The Commission filed its complaint in this matter 
on May 17, 1979. The court granted a Temporary 
Restraining Order on May 18 and a Preliminary 
Injunction on May 25, 1979. The Court also ap- 
pointed the National Association of Securities 
Dealers as a receiver for Link-Up + 1 Securities, 
Inc. in both the Temporary Restraining Order and 
Preliminary Injunction. Thereafter, on August 9, 
1979 the court appointed a SIPC Trustee for 
Link-Up + 1 Securities, Inc. in the United States 
District Court for the District of Colorado (79-M- 
1018). The SIPC Trusteeship is continuing under 
79-M-1018. 


For further information information see Litigation 
Releases 8783 and 8767. 
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